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1.

Q~

INTRODUCTICN, QUALIFICATIONS AND PURPOSE

PLEASE STATE YOUR NAME AND ADDRESS.

A. My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona 85029.

Q- ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS DOCKET?

A. In this docket, I am testifying on behalf of the joint applicants, Bella Vista Water

Co., Inc. ("BVWC"), Norther Sunrise Water Company Inc. ("NSWC") and

Southern Sunrise Water Company Inc. ("SSWC") (collectively, the "Applicants").

Q. WHAT is THE PURPOSE OF THIS TESTIMONY, MR. BOURASSA?

A.
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I address the Applicants' request for consolidation. As explained in Greg

Sorensen's testimony in support of consolidation, BVWC has joined NSWC and

SSWC in seeking consolidation. To support that request, I explain my schedules

and analysis and present recommended rates for a consolidated "BVWC" .- one in

which the customers of NSWC and SSWC become customers of BVWC. Once

fully consolidated, I will have presented four separate sets of schedules, analysis

and proposed rates - one in each rate applications, and one in this application -

the Commission to consider.

My direct testimony was also tiled with the three individual rates cases filed

by BVWC, NSWC and SSWC. Two separate volumes of my direct testimony

for

1 Bella Vista Water Co., Inc.'s Application for a Determination of the Fair Value of Its Utility
Plants and Property and for Increases in Its Water Rates and Charges for Utility Service Based
Thereon filed on August 31, 2009, Bella Vista Water Co., Inc., Docket No. W-02465A-09-
("BVWC 2009 Rate Application"), Northern Sunrise Water Company Inc.'s Application for a
Determination of the Fair Value of Its Utility Plants and Property and for Increases in Its Water
Rates and Charges for Utility Service Based Thereon filed on August 3 l, 2009,Northern Sunrise
Water Company Inc., Docket No. W-20453A-09- ('NSWC 2009 Rate Application"), and
Southern Sunrise Water Company Inc.'s Application for a Determination of the Fair Value of Its
Utility Plants and Property and for Increases in Its Water Rates and Charges for Utility Service
Based Thereon filed on August 31, 2009, Southern Sunrise Water Company Ire.,Docket No. W-
20454A-09- ("SSWC 2009 Rate Application").
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were filed in each rate case. In one, I address the utility's rate base, income

statement, rates and rate design. The first volume also contains my qualifications

and background information. In the second, I address cost of capital for each

utility.

11.

Q-

OVERVIEW AND SUMMARY OF THE CONOLIDATED SCHEDULES

HOW DID YOU DETERMINE A RATE BASE, INCOME STATEMENT

AND THE OTHER RATEMAKING COMPONENTS FOR A

CONSOLIDATED BVWC?

A. As a starting point, I combined the rate bases, the revenues and expenses for

BVWC, NSWC and SSWC. From there, I made a number of adjustments to reflect

the differences between three stand alone entities and one consolidated. I  wi l l

explain these adjustments later in this testimony, in addition to the more usual pro

forma adjustments based on known and measurable changes and necessary to

obtain a more normal or realistic relationship between revenues, expenses and rate

base on a going-forward basis.2 I will also explain how I addressed cost of capital

for the consolidated utility.

\Q. W HAT SCHEDULES ARE YOU SPONSORING IN SUPPORT OF

CONSOLIDATION?

A. I have prepared a full set of schedules for a consolidated BVWC using a March 31,

2009 test year. By comparison, this is the same test year used in each of BVWC,

NSWC and SSWC's separate filings. Consolidated Schedules A through H are

included with this portion of my testimony, including a cost of service study (G

schedules) and the D schedules for cost of capital.
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26 2 See R14-2-103(A)(3)(i).
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Q- so THE CONSOLIDATED SCHEDULES ARE SIMILAR TO WHAT YOU

WOULD HAVE PREPARED IN A TYPICAL RATE CASE FOR A CLASS

WATER UTILITY?

A.

"Asa

Yes, essentially that is what I have done, except that I had three sets of books and

records to work from, the same three sets of books and records that I used to

prepare each of the three entities stand alone schedules and testimony. Then I

created a new set for a proposed entity that does not exist yet .- what we have titled

a "consolidated BVWC".

Q- W HAT W OULD THE FAIR VALUE RATE BASE BE FOR A

CONSOLIDATED BVWC?

A. The proposed fair value rate base is $8,628,612. This is the same as the original

cost rate base.

Q- WHAT WOULD BE THE CAPITAL STRUCTURE AND RATE OF

RETURN ON RATE BASE?

A. As shown on Schedule D-1, BVWC's consolidated capital structure for ratemaking

purposes consists of approximately 79 percent equity and 21 percent debt. The

weighted cost of capital is 11.19 percent on its fair value rate base, which

incorporates my recommended return on equity for a consolidated BVWC of 12.5

percent.

Q-

A. Summary of A, E and F Schedules.

MR. BOURASSA, LET'S TURN TO THE SPECIFIC SCHEDULES YOU

HAVE PREPARED IN SUPPORT OF CONSOLIDATION. PLEASE

DESCRIBE THE SCHEDULES LABELED As A, E, AND F.
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A. The A-1 Schedule is a summary of the rate base, operating income, current

operating margin, required operating margin, operating income deficiency, and the

increase in gross revenue. The revenue requirement for the consolidated BVWC is

FENNEMORE CRAIG
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$5,672,485, which reflects an increase in the revenue requirement of $l,510,349.

Revenues at present and proposed, and customer classifications, are also shown on

this schedule.

The A-2 Schedule is a summary of results of operations for the test year,

prior years, and a projected year at present rates and proposed rates .

Schedule A-3 contains consolidated BVWC's capital structure for the test

year and the two prior years .

Schedule A-4 contains the plant construction, and plant-in-service for the

test year and prior years. The projected plant additions are also shown on this

schedule.

Schedule A-5 is the summary of the consolidated BVWC changes in

financial position (cash flow) for the prior two years, the test year at present rates,

and a. projected year at present and proposed rates.

The E Schedules are based on the consolidated BVWC's actual operating

results, as reported in annual reports filed with the Commission. The E-1 Schedule

contains the comparative balance sheet data for the years 2007, 2008, and 2009

ending on March 31.

Schedule E-2, page 1, contains the income statement for the years 2007,

2008, and 2009 ending on March 31 .

Schedule E-3 contains the statements of changes in the consolidated BVWC

financial position for the test year and the two prior years.

Schedule E-4 provides the changes in membership equity.

Schedule E-5 contains the consolidated BVWC plant-in-service at the end of

the test year, and one year prior to the end of the test year.

Schedule E-7 contains operating statistics for the years ended 2007, 2008,

and 2009 ending on March 31.

FENNEMORE CRAIG
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Schedule E-8 contains the taxes charged to operations.

The accountant's notes to the financial statements and the financial

assumptions used in preparing the rate filing schedules are shown on Schedules E-9

and F-4, respectively, in accordance with the Commission's standard filing

requirements. Audited financial statements were not prepared for a consolidated

BVWC.

Schedule F-1 contains the results of operations at the present rates (actual

and adjusted), and at proposed rates.

Schedule F-2 contains the summary of changes in financial position (cash

flow) for the prior two years, the test year at present rates, and a projected year at

present and proposed rates .

Schedule F-3 shows the consolidated BVWC's projected construction

requirements for 2010, 201 1, and 2012.

Schedule F-4 contains the assumptions used in developing the adjustments

and projections contained in the rate filing.

Q-

B. Rate Base (B Schedules).

WOULD YOU EXPLAIN THE RATE BASE SCHEDULES, WHICH ARE

LABELED As THE B SCHEDULES?

A.

Q.
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A.

Yes. I will start with Schedule B-5, which is the working capital allowance. As I

did in each of the separate rate filings, I used the "formula method" of computing

the working capital allowance to reduce costs. However, no working capital

allowance is requested in the consolidated tiling.

THANK you. PLEASE CONTINUE.

There are no Schedules B-3 and B-4. To limit issues in dispute and reduce rate

case expense, original cost rate base ("OCRB") will be used as the FVRB .
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Q. HAVE YOU PREPARED SCHEDULES SHOWING ADJUSTMENTS TO

ORIGINAL COST RATE BASE?

A. Yes. Schedule B-2 shows proposed adjustments to the OCRB. Schedule B-2,

pages 2 through 6, provides the supporting information. These adjustments are, in

summary:

B-2 adjustment number 1, as shown on Schedule B-2, page 2, adjusts plant-

in-service. There are four plant-in-service adjustments included in Adjustment l.

These are shown on Schedule B-2, page 3, and are labeled as adjustments "A",

(CBS), (CCS), (CDS)

Adjustment A of B-2 adjustment number 1 adjusts plant-in-service to

remove affiliated profit from plant-in-service that was recorded in plant-in-service

during the years since the last rate case.

Adjustment B of B-2 adjustment number 1 adjusts plant-in-service to reflect

the reconciliation of the plant-in-service detail to its amount recorded at the end of

the test year and as reflected on the E-1 schedule.

Adjustment C of B-2 adjustment number l adjusts plant-in-service to reflect

the costs of a main relocation project (Charleston Road Relocation project) for

BVWC that was completed in August 2009 .

Q- Is THIS POST TEST YEAR PLANT?

A. Yes. Both Mr. Sorensen and I have both addressed the basis for inclusion of this

test year plant in BVWC's rate base in our testimonies in support of each

Applicants' request for rate relief.3 In that testimony, I have also included several

citations to prior Commission decisions approving post test year plant in rate base.4
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3 See Greg Sorensen Direct Testimony filed in BVWC 2009 Rate Application ("Sorensen BVWC
Dt."), and Thomas J. Bourassa Direct Testimony filed in the same docket ("Bourassa BVWC
Dt.").

4 See BOurassa BVWC Dr. at 8.
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The analysis is the same with or without consolidation. This is true because the

subject plant is revenue neutral (i.e., providing service to customers at end of test

year), and it has already been completed and placed into service so it can easily be

inspected and audited before hearing.

Q. HAVE YOU PROPOSED RETIREMENT OF PLANT ASSOCIATED WITH

THE MAIN RELOCATION?

A.

Q,

A.

Yes. Adjustment D of B-2 adjustment number 1 adjusts plant-in-service to reflect

the retirement of mains replaced by the Charleston Road Relocation prob et.

PLEASE CONTINUE.

Adjustment 2 shown on Schedule B-2, page 2, adjusts accumulated depreciation.

The details of the accumulated depreciation adjustment are shown on Schedule B-

2, page 4. There are two adjustments shown on this schedule and they are labeled

as adjustment "A", and "B".

Adjustment A of B-2 adjustment 2 reflects the re-computed amounts per the

consolidated BVWC's B-2 plant schedule and takes into consideration the removed

affiliate profit.

Q- DO THE PLANT AND ACCUMULATED DEPRECIATION SHOWN ON

B-2 REFLECT THE LAST COMMISSION RATE ORDERS FOR BVW C,
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A.

NSWC, AND SSWC?

Yes. The last rate decision for BVWC was Decision No. 65350 (November 2,

2001). A reconciliation of the starting balances for BVWC's plant-in-service in the

instant case is shown on Schedule B-2, page 3.12. This is the first rate case for

NSWC and SSWC since receiving their respective Certificate of Convenience and

Necessity ("CC&N") in Decision No. 68826 (June 29, 2006). Initial values for

plant for NSWC and SSWC were set in Decision No. 68412 (January 23, 2006). A

reconciliation of the starting balances for NSWC's plant-in-service in the instant

FENNEMORE CRAIG
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case is shown on Schedule B-2, page 3.18. A reconciliation of the starting

balances for NSWC's plant-in-service in the instant case is shown on Schedule B-

2, page 3.24.

For accumulated depreciation, a reconciliation of the starting balances for

BVWC's accumulated depreciation in the instant case is shown on Schedule B-2,

page 3.13. A reconciliation of the starting balances for NSWC's accumulated

depreciation in the instant case is shown on Schedule B-2, page 3.19. A

reconciliation of the starting balances for SSWC's accumulated depreciation in the

instant case is shown on Schedule B-2, page 3.25 .

The plant shown on Schedule B-2 started with the plant-in-service balances

from the last rate case as described above. Plant additions and retirements since

the test year in that case have been added to and deducted from total plant shown

on Schedule B-2, pages 3.1 to 3.9 for BVWC, Schedule B-2, pages 3.13 to 3.17 for

NSWC, and Schedule B-2, pages 3.20 to 3.23 for SSWC. As mentioned above,

capitalized affiliate profit recorded in the plant additions for each year have been

deducted from the plant. Pages 3.1 to 3.25 of the schedule show the details for the

accumulated depreciation through the end of the test year using the half-year

convention for depreciation.

Q- WHAT DEPRECIATION RATES DID YOU EMPLOY TO RECOMPUTE

ACCUMULATED DEPRECIATION?
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A. For BVWC I employed the rates used to set rates in its last decision. See Decision

No. 65350 at 14. For NSWC and SSWC, Staff's typical and customary

depreciation rates were used. These are the same rates used in the financial

projections to set initial rates. See Decision No. 68826 at 30. If the requested

consolidation is granted, this would be the last time these entities' assets would be

subj et to use of different numbers.
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Q.

A.

Q~

A.

THANK YOU. PLEASE CONTINUE.

Adjustment B of B-2 adjustment 2 reflects the retirement of mains associated with

the Charleston Road relocation project associated with BVWC.

B-2 adjustment number 3 as shown on Schedule B-2, page 5 adjusts

deferred income taxes. BVWC's computation is based on the adjusted plant-in-

service, accumulated depreciation, and contributions-in-aid of construction

("CIAC") in the instant case and the tax basis of its assets using the tax rate found

on Schedule C-3 .

B-2 adjustment number 4, labeled as 4a and 4b, adjusts CIAC and

amortization for CIAC recorded since the since the prior rate case. The detail of

BVWC's proposed CIAC adjustments can be found on Schedule B-2, page 6 and

6.1 to 6.5.

HOW WAS THE PROPOSED "FAIR VALUE" RATE BASE SHOWN ON
A-1 DETERMINED?

As stated, the FVRB shown on Schedule A-l is based on OCRB, with no

adjustment for the current values of BVWC's plant and property.

Q-

C. Income Statement (C Schedules).

PLEASE EXPLAIN THE ADJUSTMENTS YOU ARE PROPOSING To

THE INCOME STATEMENT As SHOWN ON SCHEDULES C-1 AND C-2.
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A. The following is a summary of adjustments shown on Schedule C-11

Adjustment 1 annualized depreciation expense. The proposed depreciation

rate for each component of utility plant is shown on Schedule C-2, page 2. The

depreciation rates approved in BVWC's last rate case were account specific rates.

However, the consolidated BVWC proposes to use Staffs typical and customary

rates on a going forward basis. Staffs typical and customary depreciation rates are

based on the National Association of Regulatory Commissioners ("NARUC")
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guidelines. These rates also asset account specific but are somewhat different than

the rates currently being used.

Adjustment 2 increases the property taxes based on proposed revenues. My

methodology for computing property taxes is explained in detail in my directs

testimony in this docket. My methodology is consistent with a substantial number

of prior Commission decisions following the method employed by the Arizona

Department of Revenue - Centrally Valued Properties. I have also taken into

account the reduction in the assessment ratio contained in A.R.S. § 42-15001,

entitled "Assessed Valuation of Class One Property".6

Q- Is THIS SYNCHRONIZATION OF PROPERTY TAX EXPENSE WITH

A.

REVENUES PROPER RATE MAKING?

Yes. Like income taxes, property taxes must be adjusted to ensure that the new

rates are sufficient to produce the revenue requirement. For this reason, the

Commission has repeatedly approved the use of proposed revenues to determine an

appropriate level of property tax expense to be recovered through rates.

Q- PLEASE CONTINUE WITH YOUR DESCRIPTION OF THE INCOME

STATEMENT ADJUSTMENTS.

Adjustment 3 shows the rate case expense estimated for a consolidated BVWC in

the amount of $400,000. Consistent with each of the three separate rates case, I

have proposed a three year amortization consistent with the current shareholder's

practice of filing on a regular cycle.

Q- HOW DID YOU ARRIVE AT THIS AMOUNT?

A. It is $50,000 less than the total combined estimated rate case expense for the three

rate cases we are seeking to consolidate. We hope that the consolidation of the

1
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5 See Bourassa BVWC Dt. at 11-12.

6Id. at 11.
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Q- CONTINUE WITH YOUR DISCUSSION OF THE INCOME
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A.

dockets will reduce the total rate case expense, but we cannot be certain at this

time. That is why I have to refer to any rate case expense as an estimate. If things

tum out more complicated than anticipated, we may have to modify the amount of

rate case expense sought for recovery. Conversely, if rate case expense is lower

than expected, we would make an appropriate adjustment downward.

PLEASE

STATEMENT ADJUSTMENTS?

Adjustment 4 annualized revenues to the year-end number of customers. The

annualization of revenues is based on the number of customers at the end of the test

year, compared to the actual number of customers during each month of the test

year. Average revenues by month were computed for the test year. The average

revenues were then multiplied by the increase (or decrease) in number of customers

for each month of the test year.

Adjustment 5 annualized purchased power expense based on the additional

gallons sold from annualizing revenues to the year-end number of customers in

Adjustment 4, above. This adjustment is intended to match the additional expense

associated with the revenue annualization.

Adjustment 6 annualized chemicals expense based on the additional gallons

sold from annualizing revenues to the year-end number of customers in Adjustment

4, above. This adjustment is intended to match the additional expense associated

with the revenue annualization.

Adjustment number 7 increases outside services for known and measurable

changes to the general office allocation.

Adjustment 8 synchronizes interest expense with rate base.

Adjustment 9 reflects income taxes on taxable income based on the tax rate

under proposed revenues .
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Ill

Q. DO THE CONTRACTUAL COSTS INCLUDE AFFILIATE PROFIT?

A. No, as with the individual rate filings, test year costs reflect actual costs, no profit

is included consistent with Commission decisions for BVWC's affiliates, Black

Mountain Sewer Corporation and Gold Canyon Sewer. Since acquisition,

BVWC's parent has developed methodologies consistent with rate making

practices used by similarly situated holding companies where the parent company

owns more than one subsidiary utility to allocate and record shared costs.

For example, under the allocation methodology, operation labor costs are

directly allocated based on operator time, accounting and billing costs are allocated

based on a customer allocation factor, and corporate overhead is allocated based

upon a 4-factor methodology. BVWC's parent has compared the amounts recorded

in expense on the books of all three companies, and the allocated cost based on its

methodology and has determined that the amounts recorded in expense for the test

year were correct.

111. PROPOSED COST OF CAPITAL FOR A CONSOLIDATED BVWC

A. Summarv of Cost of Capital Testimonv and Analysis

PLEASE SUMMARIZE YOUR COST OF CAPITAL TESTIMONY.Q-
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A. As mentioned above, a consolidated BVWC's capital structure for ratemaking

purposes consists of approximately 79 percent equity and 21 percent debt. I

determined that a consolidated BVWC's cost of equity, falls in the range of 10.0

percent to 16.3 percent, with the midpoint of the range of 13.1 percent. For the

consolidated company, I am recommending a return on equity ("ROE") of 12.5

percent. My recommendation is based on (i) cost of equity estimates using

constant growth and multi-stage growth discounted cash flow ("DCF") models and

the capital asset pricing model ("CAPM") for the sample group of publicly traded

utilities, (ii) my review of the economic conditions expected to prevail during the
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period in which new rates will be in effect, (iii) my judgments about the risks

associated with small utilities like BVWC, NSWC and SSWC, not captured by the

market data for publicly traded water utilities used in my study, (iv) the financial

risk associated with the level of debt in a consolidated BVWC's capital structure,

and (v) additional specific business and operational risks faced by a consolidated

BVWC.

Q~ PLEASE SUMMARIZE THE APPROACH YOU USED TO ESTIMATE

THE COST OF EQUITY.

A. The cost of equity for a consolidated BVWC cannot be estimated directly because

BVWC's common stock is not publicly traded and there is no market data.

Consequently, I applied the DCF and CAPM models using data from a sample of

water utilities selected from the Value Line Investment Survey. There are six

water utilities in my sample: American States Water, Aqua America, California

Water, Connecticut Water, Middlesex Water, and SJW Corp. As explained later in

my testimony, these companies aren't really comparable to BVWC, but they are

water utilities for which market data are available and because the Arizona

Commission's Utilities Division Staff has relied on data for these water utilities in

a number of recent water and sewer utility rate cases. This methodology is,

however, the same methodology I used in this docket to determine a return on

equity for BVWC on a stand-alone basis, as well as for NSWC and SSWC.7

Q- WHAT WERE THE RESULTS OF YOUR DCF AND CAPM?

A. My DCF analyses indicate ROE's in the range of 11.2 percent to 13.0 percent with

a midpoint of 12.1 percent. The CAPM analysis, again using the same sample

group, indicates ROE's in the range of 10.1 percent to 21.0 percent is appropriate
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7 See Thomas J. Bourassa's Direct Testimony on Cost of Capital tiled with BVWC 2009 Rate
Application ("Bourassa BVWC COC Dt.") at 15-34.
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Illlll III

with a midpoint of 15.6 percent. Both the DCF and CAPM ranges are before

consideration of company specific risks.

My ROE estimates after consideration of financial risk and small company

risk is in the range of 10.0 percent to 16.3 percent with a midpoint of 13.1 percent.

Given a consolidated BVWC's relatively small size compared to the large publicly

traded utilities used in my sample, the regulatory methods and policies used in this

jurisdiction, and other firm-specific factors, it is my opinion that at the present

time, a cost of equity of no less than 12.5 percent is warranted.

My recommendation of 12.5 percent balances my judgment about the

degree of financial and business risk associated with an investment in a

consolidated BVWC as well as consideration of the current economic environment.

A summary of my cost of equity analysis result is shown on Schedule D-4.1.

Q- IN YOUR DIRECT TESTIMONY ON COST OF CAPITAL FILED IN THE

INDIVIDUAL RATE APPLICATIONS, YOU DISCUSSED THE

RELATIONSHIP BETWEEN RISK AND THE EXPECTED RETURN ON

AN INVESTMENT. DOES THAT SAME ANALYSIS APPLY To YOUR

COST OF CAPITAL ANALYSIS FOR A CONSOLIDATED BVWC?

A. Yes, there is no difference in that aspect of my testimony and I adopt that

testimony in support of my analysis of a recommended return on equity for a

consolidated BVWC.8 Likewise, I also adopt the section of my direct testimony on

cost of capital addressing the meaning of a just and reasonable rate of return.9
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8 Id. at 3-6.

9 Id. at 13-15.
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B. The Estimated Cost Of Equitv For A Consolidated BVWC

1. The Publicly Traded Utilities That Comprise the Sample Group
Used to Estimate the Cost of Equity.

Q- PLEASE BRIEFLY DESCRIBE THE APPROACH YOU FOLLOWED IN

YOUR COST OF CAPITAL ANALYSIS FOR A CONSOLIDATED BVWC.

A. As I have stated, estimating the cost of equity is a matter of infonned judgment.

The development of an appropriate rate of return for a regulated enterprise involves

a determination of the level of risk associated with that enterprise and the

detennination of an appropriate return for that risk level. Practitioners employ

various techniques that provide a link to actual capital market data and assist in

defining the various relationships that underlie the equity cost estimation process.

Since BVWC is not publicly traded, the information required to directly

estimate BVWC's cost of equity is not available. Accordingly, I used a sample

group of water utilities as a starting point to develop an appropriate cost of equity.

There are six water utilities included in the sample group: American States Water,

Aqua America, California Water, Connecticut Water, Middlesex Water, and SJW

Corp. All these companies are followed by the Value Line Investment Survey.

Q~ ARE THESE THE SAME SAMPLE WATER UTILITIES YOU USED IN

YOUR DIRECT TESTIMONY ON COST OF CAPITAL IN THIS

DOCKET?
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A. Yes, and although they are not directly comparable to BVWC, they are utilities for

which market data is available. All of them are regulated, they primarily provide

water service, although some provide both water and wastewater services, and their

primary source of revenues is from regulated services. Therefore, they provide a

useful starting point for developing a cost of equity for BVWC. I emphasized

"starting point" because BVWC is not publicly traded. Additionally, there is no
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market data available for smaller utilities like BVWC that can be used to develop

cost of equity estimates.

Q- BUT  DOES YOUR ANAL YSIS  USING T HESE SAMPL E UT IL IT IES

DIFFER IN THE CASE OF A CONSOLIDATED BVWC RELATIVE TO

BVWC ON A STAND ALONE BASIS?

A. No, and for that reason, I can also adopt my analysis of the sample utilities in this

testimony as w@11.10

Q- HOW WOULD A CONSOLIDATED BVWC COMPARE TO THE SAMPLE

WATER UTILITIES?

A. It is smaller. At the end of the test year, a consolidated BVWC would have had

approximately 9,650 customers. Its revenues would have been approximately $4.2

million, and its net plant-in-service approximately $16.1 million. BVWC, NSWC

and SSWC are located in Cochise County and, even if combined, will have a small

service territory compared to the sample water companies .

Q, WHAT OTHER RISK FACTORS DISTINGUISH CONSOLIDATED BVWC

FROM THE LARGER SAMPLE WATER UTILITIES?

A. Because smaller utilities like a consolidated BVWC are not publicly traded, they

have less financial flexibility which in turn increases risk. Water utilities are

capital intensive and typically have large construction budgets. For instance, a

consolidated BVWC's construction budget for the next three years would be over

$3.6 million. The size of a utility's capital budget relative to the size of the utility

itself often increases construction risk. For smaller utilities, like this one, the

ability to fund relatively large capital budgets from earnings and short-tenn debt is

difficult to obtain, requiring that additional capital be raised.
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There are also a number of state specific factors that increase the risk to

Arizona's private water and wastewater utilities. The regulatory environment here

is in much different than that of the sample water utilities. For example, the

Commission requires the use of an historic test year with limitations on the amount

of out-of-period adjustments. This process creates another state-specific factor that

increases risk, and thus, required ROEs for utilities in Arizona.

Q- HOW  DO THE CAPITAL  STRUCTURES OF  THE SAMPLE W ATER

UTILITIES COMPARE TO CONSOLIDATED BVWC?

A. Schedule D-4.3 shows that the capital structure of consolidated BVWC at

March 31, 2009 contains 21.0 percent debt and 79 percent equity, compared to the

average of the water utility sample of46.9 percent debt and 53. l percent equity.

Q, is THERE A RELATIONSHIP BETWEEN A UTILITY'S CAPITAL

STRUCTURE AND ITS COST OF CAPITAL?

A. Yes. Generally, when a firm engages in debt financing, it exposes itself to greater

risk.

Q-

C. The DCF and CAPM Methodologies

IN YOUR DIRECT TESTIMONY ON COST OF CAPITAL FILED IN THIS

DOCKET, YOU EXPLAINED IN DETAIL THE DCF AND CAPM

METHODOLOGIES YOU USED To DETERMINE BVWC'S RETURN ON

EQUITY. DID YOU EMPLOY THE SAME METHODOLOGIES WITH

RESPECT To DETERMINING AN ROE FOR A CONSOLIDATED
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A.

BVWC?

Yes, I did, and as a result, I can adopt that portion of my direct testimony on cost of

capital in support of my testimony in support of an ROE for a consolidated

Bvwc."

" Id. at 22-34.
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Q-

D. Financial Risk Adjustment And Specific Risk Premium

DID YOU DO A FINANCIAL RISK ADJUSTMENT TO REFLECT A

CONSOLIDATED BVWC'S LOWER LEVEL OF DEBT IN ITS CAPITAL

STRUCTURE As COMPARED To THE SAMPLE WATER UTILITIES?

A. Yes, using the same Hamada methodology I described in detail in my direct

testimony on cost of capital in this docket.'2 Just like my analysis for BVWC, for

the consolidated BVWC, I assumed the market value of debt is the book value.

Then, once the unlevered beta is determined, I reliever the beta using the capital

structure for the consolidated BVWC. For the market value of equity, I multiplied

a consolidated BVWC's book value of equity times the average market-to-book

ratio of the sample water utilities. For the consolidated BVWC's debt, I assumed

the market value of debt is equal to the book value.

The relevered beta is then used in my CAPM models, and the new CAPM

results are compared to my original CAPM results. The computed difference is the

basis of my financial risk adjustment. My computation of the financial risk

adjustment can be found in tables D-4.13, D-4. 14, and D-4. 15.

Q- WHAT Is THE COMPUTED FINANCIAL RISK ADJUSTMENT?

A. A downward adjustment of 120 basis points .

Q- DID YOU ALSO CONSIDER A SPECIFIC RISK PRE1V11UM FOR A

CONSOLIDATE BVWC?

A. Yes, as I testified earlier, even a consolidated B C is not directly comparable to

the sample water utilities because of its small size and the regulatory environment

in Arizona.
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Q- DO YOU DISCUSS SIZE RISK FOR SMALL UTILITY COMPANIES IN

YOUR DIRECT TESTIMONY ON COST OF CAPITAL IN THIS

A.

DOCKET?

Yes, and I will not repeat that discussion here.13 Again, the bottom line is a

consolidated BVWC is never going to be like the sample utilities.

Q. WHAT COMPANY SPECIFIC RISK PREMIUM DO YOU RECOMMEND

FOR THE CONSOLIDATED BVWC?

A. To be conservative, I conclude that a company specific risk premium of no less

than 50 basis points is warranted for consolidated BVWC to account for its smaller

size and regulatory risk.

Q-

E. Conclusions Regarding Cost Of Capital For The Consolidated BVWC

HAVE YOU PREPARED A SCHEDULE THAT SUMMARIZES YOUR

EQUITY COST ESTIMATES AND PRESENTS YOUR

RECOMMENDATIONS?

A. Yes. The equity cost estimates and my recommendations are summarized in

Schedule D-4.1.

In the first part of my analysis, I applied two versions of the constant growth

DCF model. One uses analyst estimates of growth and the other uses historical

growth and analyst expectations. See Schedules D-4.8. The DCF models produce

an indicated equity cost in the range of 11.1 percent to 13.0 percent, with a

midpoint of 12.1 percent.

In the second part of my analysis, I applied two versions of the CAPM ..-. a

historical risk premium CAPM and a current market risk premium CAPM. The
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CAPM analyses appear in Schedule D-4.12 and produce an indicated cost of equity

in the range of 10.1 percent to 21.0 percent, with a midpoint of 15.6 percent.

In the third part of my analysis, I compute a financial risk adjustment to

account for the lower level of debt in the consolidated BVWC's capital structure

compared to the sample water utilities. My recommendation is that a downward

financial risk adjustment of no more than 120 basis points be applied to the

consolidated BVWC's cost of equity. My financial risk adjustment analysis is

shown in schedules D-4.13, D-4.14, and D-4.15.

In the fourth part of my analysis, I reviewed the financial literature on the

small firm size effect and determined that an appropriate small company size

premium for small utilities like consolidated BVWC is in the range of 99 to 181

basis points. See Schedule D-4.16. I also considered the risks to a consolidated

BVWC from Arizona regulation. My recommendation is that an upward

adjustment for company specific risk of no less than 50 basis points be applied to

the consolidated BVWC's cost of equity.

The range of results of both my DCF and CAPM analyses and other risk

adjustments is 10.0 percent to 16.3 percent, with a mid-point of 13.1 percent. See

Schedule D-4.1 .

Q- WHAT EQUITY RETURN DO YOU RECOMMEND?
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A. My recommended return on equity based on the consolidated BVWC's capital

structure is 12.5 percent. It is less than the mid-point of the range of my overall

results and reflects the application of my expertise and informed judgment to reach

a recommendation that I felt I could defend in this proceeding.
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Iv.

Q-

A.

COST OF SERVICE STUDY (G SCHEDULES).

WHAT Is A COST OF SERVICE STUDY?

A cost of service study is an analysis of the adequacy of water revenues and the

revenue requirements to be met by the various classes of customers under both

existing and proposed rates.

Q- DID YOU CONDUCT A COST OF SERVICE STUDY FOR BVWC ON A

STAND ALONE BASIS?

A. Yes, and my testimony on my cost of service study is presented in my direct

testimony on rate base, income statement and rate design filed in this docket.14

Because of their size and customer make-up, I did not conduct a cost of service

study for NSWC or SSWC. However, I did conduct a cost of service study for the

consolidated BVWC, which study will take into account the costs of service all

three entities bring to the consolidated entity.

Q» DID YOU FOLLOW THE SAME COST OF SERVICE METHODOLOGY

IN SUPPORT OF THE REQUEST FOR CONSOLIDATION As YOU DID

IN THE CASE OF BVWC ALONE?

A. Yes, and therefore I will simply adopt herein the discussion of the methodology

from my direct testimony on the subj ect.l5 That testimony discusses the purposes

behind a cost of service study, the various components and factors, including

allocation factors, that I used to conduct the study as well as a discussion of how

the cost of service study is presented in the G Schedules.
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to Bourassa BVWC Dr. at 14-26.

1514.
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Q.

A.

PLEASE SUMMARIZE AGAIN HERE HOW YOUR COST OF SERVICE

STUDY IS PRESENTED IN YOUR CGNSOLIDATION SCHEDULES?

The Commission's standard filing requirements call for Schedules G-1 through G-

7. I have also included Schedules G-8 and G-9. These schedules show cost-based

rate designs, which I will explain later in this testimony.

G Schedules with higher numbers, i.e., 5, 6 and 7 contain the allocation

factors and actual allocations to functions. These functions are then carried

forward to the summary G schedules 1, 2, 3 and 4, which allocate expenses and

plant (by function) to classes of customers (by meter size).

Q- DID YOU ALSO PREPARE SCHEDULES SHOWING RATE DESIGNS

A.

Q-
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A.

BASED ON THE COST OF SERVICE STUDY?

Yes. Cost-based monthly minimums and commodity rates are shown on Schedule

G-8.

PLEASE DISCUSS SCHEDULE G-8.

Schedule G~8 computes the cost-based monthly minimums for each meter size and

the commodity rates. On Schedule G-8, in the monthly minimums for each size

meter, I have included all of the demand-related expenses and capital costs. The

computed monthly minimum gives guidance on the rates that should be charged

based upon a direct utilization of the cost of service study results, and regardless of

customer water usage. As you will note, the proposed rates in the instant case as to

monthly minimum charges on the H-3 schedule are noticeably below what the

computed monthly minimums shown on Schedule G-8, page 3, because not all of

the demand function included within the monthly minimum.

Conversely, the computed commodity rate is substantially below the

proposed commodity rates on the H-3 schedule under both present and proposed

rates, because the proposed commodity rates include a portion of the demand
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function. The disparity (computed cost vs. proposed rates) continues as you

compare the proposed rates using two-tier or three-tier rates.

Q- WHAT IS THE MONTHLY MINIMUM FOR A CUSTOMER ON A 5/8

INCH METER THAT YOU COMPUTED IN YOUR COST OF SERVICE

STUDY FOR THE CONSOLIDATED BVWC?

A. The monthly minimum, with no water in that minimum, should be $33.13 when

you include the full allocations for expenses and plant for the function of demand,

customer, meter and service line.

Q. HOW DOES THE COMPUTED MONTHLY MINIMUM CHARGE

COMPARE To THE COMPANY'S PROPOSED MONTHLY MINIMUM?

A. The proposed monthly minimum for a 5/8 inch meter is $17.92, or approximately

54 percent of the computed monthly minimum of $33.13 as shown on Schedule G-

8, page 3. Thus, the proposed monthly minimum is over $15 below the actual cost

for the monthly minimum for the previously indicated reason.

Q, WHAT is THE COMPUTED COMMODITY CHARGE, WITHOUT

REGARD TO TIERS, THAT WOULD BE DERIVED FROM YOUR COST

OF SERVICE STUDY FOR THE CONSOLIDATED BVWC?

The computed commodity rate is $0.9527 per 1,000 gallons of water from the cost

of service study (Schedule G-8, page 3).

Q- HOW DOES THE COMPUTED COMMODITY RATE COMPARE TO THE

PRESENT AND PROPOSED COMMODITY RATES FOR A 5/8 INCH,

AND % INCH METERED RESIDENTIAL CUSTOMER?

1
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A. For BVWC, the commodity rate under present rates being charged is $0.97 per

1,000 gallons for the first 5,000 gallons, $1.89 per 1,000 gallons between 5,000

gallons and 25,000 gallons, and $2.41 per 1,000 gallons over 25,000 gallons. The

first tier rate is approximately 1 times what it costs to produce the water. The
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second tier rate is approximately 2 times what it costs to produce the water. The

third tier rate is approximately 2.5 times what it costs to produce the water.

For NSWC and SSWC, the commodity rate under present rates being

charged is $2.00 per 1,000 gallons for the first 5,000 gallons, $2.75 per 1,000

gallons between 5,000 gallons and 10,000 gallons, and $3.90 per 1,000 gallons

over 10,000 gallons. The first tier rate is approximately 2.1 times what it costs to

produce the water. The second tier rate is approximately 2.9 times what it costs to

produce the water. The third tier rate is approximately 4 times what it costs to

produce the water.

The proposed commodity rates for a consolidated BVWC are $1.98 per

1,000 gallons for the first 4,000 gallons, $2.98 per 1,000 gallons for 4,000 to

10,000 gallons, and $3.88 per 1,000 gallons over 10,000 gallons for the 5/8 inch,

and % inch residential meters. The proposed first tier rate is approximately 2 times

the cost to produce the water. The proposed second tier rates are over 3 times the

cost to produce the water while the proposed third tier rate is nearly 4 times the

cost to produce the water. Thus, the proposed first tier, second tier and third tier

commodity rates are vastly overstated when compared to the actual cost to produce

the water.

Q- WHAT Is THE IMPACT OF SETTING THE MONTHLY MINIMUMS

SUBSTANTIALLY BELOW COST?
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A. It adds substantial risk of under earning the allowed return. Inverted multi-tiered

rates designs, as proposed in this case and used by the Commission now for several

years, encourage conservation. If conservation is actually achieved, usage will

decline and it will cause a substantial shortfall in the revenues a consolidated

BVWC would collect. That means that it will be impossible to actually achieve the

authorized return. The consolidated BVWC's proposed design helps to mitigate
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some revenue instability by increasing the portion of revenues derived from the

monthly minimums. However, since the monthly minimums do not iiully cover the

demand, customer, meter and service costs (the "fixed" costs in the cost of service),

significant revenue instability still exists.

Q. HAVE you ILLUSTRATED THIS IMPACT WITH AN EXAMPLE?

A. Yes. Schedule G-9 illustrates what happens when conservation is achieved. On

Schedule G-9, page 1, I have constructed an illustration showing the profit or loss

from proposed rates that is achieved for the 5/8 inch metered residential customer

at increments of 1,000 gallons through 100,000 gallons of monthly usage. The

cross-over point going from a loss to a profit is between 9,000 and 10,000 gallons

and is substantially above the average usage for the 5/8 inch meter customer

classes for BVWC, NSWC, and SSWC of approximately 6,612 gallons, 5,755

gallons, and 5,581 gallons, respectively.

As you can see, by pricing the monthly minimum substantially below cost

and the commodity rate substantially above cost, particularly for the largest

customer class (5/8 inch residential), a consolidated BVWC will under earn if

water sales drop. Conversely, if water sales increase, there is the potential to over

earn. However, in this particular case, since the average usage is well below the

break-even point, the potential to over earn is far less likely than the potential to

under am.

Q, WHAT HAPPENS WHEN THE MONTHLY MINIMUMS AND

COMMODITY RATES ARE NOT PRICED AT COST?
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A. Two things can happen. If customers don't conserve and usage increases rather

than decreases, a consolidated BVWC will over cam. If customers conserve, or

just use less water due to more rainfall, a consolidated BVWC will under cam. If
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usage changes substantially, either up or down, the impacts I just referred to will be

magnified.

Q- BUT EVEN IF THE MONTHLY MINIMUMS AND COMMODITY RATES

ARE PRICED AT COST, WOULDN'T A CONSOLIDATED BVWC STILL

OVER OR UNDER EARN IF CUSTOMERS USE MORE OR LESS WATER

THAN HAS BEEN ASSUMED FOR RATEMAKING PURPOSES?

A. Yes, but to a lesser extent.

Q- WHAT SPECIAL CONSIDERATIONS HAVE YOU TAKEN INTO

ACCOUNT IN THE COST OF SERVICE STUDY?

A. The study takes into consideration the annualized gallons produced by annualizing

revenues to the year-end level of customers.

Q~ WHAT Is THE RANGE OF THE RETURNS FOR THE VARIOUS METER

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

SIZES AT PRESENT RATES?

As shown on Schedule G-1 and summarized on Schedule G-0, the returns vary

substantially between the various meter sizes at present rates. The largest customer

class, the 5/8 inch residential class, provides one of the lowest returns under

present rates when compared to the other customer classes. In fact, the return is a

negative 0.35 percent. This implies that this class of customers is not paying their

respective cost of service and is in fact the largest cause of the overall deterioration

to a 0.44 percent rate of return for the test year under present rates. By contrast, the

commercial meters, such as the "A inch, l inch, 2 inch, 3 inch, and 4 inch are

providing returns of 5.73 percent, 2.06 percent, 3.72 percent, 7.30 percent, and

20.27 percent, respectively. The greater returns for these meter sizes and customer

classes indicate that they are subsidizing the 5/8 inch residential customer class.
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Q-

A.

WHAT ARE THE RETURNS FOR THE VARIOUS METER SIZES AT

PROPOSED RATES?

As shown on Schedule G-2, the returns at proposed rates also vary between the

various meter sizes. However, the proposed rate design moves the 5/8 inch

residential class much closer to the cost of service. Even so, the 5/8 inch

residential class provides a return below the 11.19 percent requested in the instant

case at 8.34 percent. The larger sized meters, such as the % inch, l inch

2 inch commercial, 4 inch commercial are

providing much higher returns at 19.59 percent, 12.32 percent, 18.26 percent, 24.48

percent, and 36.42 percent, respectively.

commercial, 1 % inch commercial,

Q- HOW DO THE OVERALL RETURNS OF THE RESIDENTIAL CLASS

COMPARE TO THE COMMERCIAL CLASS AT PRESENT AND

PROPOSED RATES?

A. Under present rates, the residential class is providing a negative 0.35 percent

overall return while the commercial class is providing a 3.74 percent overall return.

Under proposed rates, the residential class is providing an 8.36 percent overall

return while the commercial class is providing a 19.91 percent overall return. The

commercial class is still subsidizing the residential class under proposed rates.

However, consistent with the concept of gradualism, there is improvement in

eliminating subsidization under BVWC's proposed rates .

v.

Q-

RATE DESIGN (H SCHEDULES).

WHAT ARE BVWC, NSWC AND SSWC'S PRESENT RATES FOR

WATER SERVICE?

A. BVWC'S present rates are:

MONTHLY SERVICE CHARGES

5/8" x 3/4" meters
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3/4" Meters $22.70

1" Meters $28.10

1 1/2" Meters $34.50

2" Meters $42.25

3" Meter $121 .90

4" Meters $173.00

6" Meter $950.00

8" Meters $1295.00

Fire Sprinkler Service - 1% of monthly minimum, but no less than $5.00

COMMODITY RATES

1 inch and smaller

1 % inch and larger

0 to 5,000 gals

5,001 to 25,000 gals

Over 25,000 gals

1-5,000 gals

Over 5,000 gals

s 0.97

s 1.89

$ 2.41

$0.97

$ 1.89

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

NSWC's and SSWC's present rates are:

MONTHLY SERVICE CHARGES

5/8" x 3/4" meters

3/4" Meters

1" Meters

1 1/2" Meters

2" Meters

3" Meter

4" Meters

6" Meter

8" Meters

$31.00

$46.50

$77.50

$155.00

$248.00

$496.00

$775.00

$930.00

$1550.00

FENNEMORE CRAIG
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COMMODITY RATES

All meter sizes 0 to 5,000 gals s 2.00

5,001 to 10,000 gals s 2.75

Over 10,000 gals S 3.90

All gallons $ 3.90Standpipe (bulk)

Q- WHAT ARE THE PROPOSED RATES FOR WATER SERVICE BY THE

CONSOLIDATED BVWC?

A. The consolidated BVWC's proposed rates are:

MONTHLY SERVICE CHARGES

5/8" x 3/4" meters

3/4" Meters

1" Meters

1 1/2" Meters

2" Meters

3" Meter

4" Meters

6" Meter

8" Meters

$17.92

$32.26

$42.56

$71.68

$129.02

$143.36

$179.20

$985.60

$1576.96

COMMODITY RATES

Residential 5/8" X %" Meters

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Residential %" Meters

1 to 4,000 gals

4,001 to 10,000 gals

Over 10,000 gals

l to 4000 gals

4,001 to 10,000 gals

S 1.98

s 2.98

3 3.88

s 1.98

S 2.98

FENNEMORE CRAIG
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Commercial 5/8" X %" Meters

Commercial Meters% "

1" Meters

1 Meters

2" Meters

3" Meters

4" Meters

6" Meters

Over 10,000 gals $ 3.88

1 to 4,000 gals $ 1.77

Over 4,000 gals S 2.77

l to 4,000 gals EB 1.77

Over 4,000 gals $ 2.77

1 to 10,000 gals s 1.77

Over 10,000 gals $2.77

1 to 25,000 $ 1.77

Over 25,000 $ 2.77

1 to 50,000 S 1.77

Over 50,000 S 2.77

1 to 80,000 S 1.77

Over 80,000 $ 2.77

1 to 175,000 $ 1.77

Over 175,000 $ 2.77

1 to 450,000 s 1.77

Over 450,000 $ 2.77

l to 720,000 S 1.77

Over 720,000 $ 2.77

Standpipe (bulk, hydrant meters) All gallons $ 3.88

Fire Sprinkler Service - 2% of monthly minimum, but no less than $15.00

8" Meters

Q, WHAT METER SIZE ARE THE MAJORITY OF CUSTOMERS ON AND

WHAT WAS THE AVERAGE MONTHLY BILL DURING THE TEST

YEAR ?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. The largest customer class is the 5/8 inch residential class. As shown on Schedule

H-2, page 1, the average monthly bill under present rates for a BVWC 5/8 inch

30FENNEMORE CRAIG
x PRDFESSIONAL ConponArlor
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residential customer using an average 6,612 gallons is $22.90. The average

monthly bill under present rates for a NSWC 5/8 inch residential customer using an

average 5,755 gallons is $43.08. The average monthly bill under present rates for a

SSWC 5/8 inch residential customer using an average 5,581 gallons is $42.60.

Q~ WHAT WILL BE THE AVERAGE S/8 INCH RESIDENTIAL CUSTOMER

AVERAGE MONTHLY BILL FOR A CONSOLIDATED BVWC?

A. As shown on Schedule H-2, page 1, the average monthly bill under proposed rates

for a BVWC 5/8 inch residential customer using an average 6,612 gallons is $33.59

- a $10.70 increase over the present monthly bill or a 46.72 percent increase. The

average monthly bill under proposed rates for a NSWC 5/8 inch residential

customer using an average 5,755 gallons is $31.05 .-- a $12.03 decrease over the

present monthly bill or a 27.93 percent decrease. The average monthly bill under

proposed rates for a SSWC 5/8 inch residential customer using an average 5,581

gallons is $30.53 - a $12.07 decrease over the present monthly bill or a 28.34

percent decrease.

Q, THIS Is A CONSERVATION ORIENTED RATE DESIGN?

A. Yes. Inverted tier rate designs are conservation oriented. The smaller residential

meters (5/8" and %") are on an inverted three-tier rate design and all other meter

sizes are on an inverted two-tier design.

Q- Is AN OFF-SITE FACILITIES HOOK-UP FEE (HUF) PROPOSED FOR

THE CONSOLIDATED BVWC?

A. Yes, the proposed HUF for the consolidated BVWC is identical to the HUF tariff

proposed for Bvwc.'6

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26 16 Sorensen BVWC Dt. at 8-9.
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Q- is A LOW INCOME TARIFF PROPOSED FOR THE CONSOLIDATED

BVWC?

A. Yes, it is exactly the same as the one proposed for BVWC."

Q- ARE THERE ANY OTHER TARIFF CHANGES To NOTE?

A. Yes. As shown on Schedule H-3, page 4, a consolidated BVWC is proposed to

have meter and service line installation charges based on actual costs, which is the

same proposal made by BVWC, NSWC and SSWC in each of their individual rate

case dockets.

Q- DOES THAT CONCLUDE YOUR TESTIMONY IN SUPPORT OF THE

CONSOLIDATICN OF BVWC, NSWC AND SSWC?

A. Yes, at this time.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26 17 Bourassa BVWC Dr. at 30-33.
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Bella Vista Water Co., Inc.
Northern Sunrise Water Company Inc.
Southern Sunrise Water Company Inc.

Joint Application for Approval of Authority to Consolidate Rates
and for the Transfer of Utility Assets to Bella Vista Water Co., Inc.

August 31, 2009

Bourassa Testimony

I

Attachment 1
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Bella Vista Water Co., Inc.
Northern Sunrise Water Company Inc.
Southern Sunrise Water Company Inc.

Joint Application for Approval of Authority to Consolidate Rates
and for the Transfer of Utility Assets to Bella Vista Water Co., Inc.

August 31, 2009

Schedules A-C, E-H
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Schedule A-1
Page 1
Witness: Bourassa

Fair Value Rate Base $ 8,628,612

Adjusted Operating Income 38,170

Current Rate of Return 0.44%

$ 965,542Required Operating Income

Required Rate of Return on Fair Value Rate Base 11.19%

$ 927,371Operating Income Deficiency

Gross Revenue Conversion Factor 1 .6286

Increase in Gross Revenue Revenue Requirement 1,510,349

Adjusted Test Year Revenues
Increase in Gross Revenue Revenue Requirement
Proposed Revenue Requirement
% Increase

$
$
$

4,162,136
1,510,349
5,672,485

36.29%

Percent
Increase

Customer
Classification
5/8 Inch
3/4 Inch
1 Inch
2 Inch

Residential
Residential
Residential
Residential
Subtotal

$ $ $ 30.50%
45.75%
39.19%

144.99%
30.61%$

Present
Rates
2,752,231

12,526
5,821

725
2,771 ,302 $

Proposed
Rates
3,591,583

18,256
8,103
1.775

3,619,716 $

Dollar
Increase

839,352
5,730
2,281
1,051

848,414

5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Commercial $ $ $
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal s

124,380
3,382

91,585
1 15,753
656,390
131,628
56,353
12,229
15,578

1207,278 $

165,508
4,715

127,051
179,205

1,093,658
164,158
59,903
12,654
18,977

1,835,829 $

41 ,128
1 ,332

35,466
53,452

437,269
32,531
13,550

424
3,400

628,550

33.07%
39.38%
38.72%
54.82%
66.62%
24.71%
24.05%
3.47%

21.82%
52.06%

3 Inch Hydrant $ 31,719 $ 46,835 $ 15,117 47.66%

4 Inch
6 Inch
8 inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler
Subtotal

$ $ 200.00%

$

e,o50
2,394

155
8,599 $

18,150
4,967

378
23,496 $

12,100
2,573

223
14,896

143.55%
173.23%

$ $ 1,506,978
3,602

37.50%
120.28%

0.00%
-20.48%
36.29%

Subtotal Revenues before Annualization
Revenue Annualization
Miscellaneous Revenues
Reconciling Amount H-1 to C-1
Total of Water Revenues (a) $

4,018,899 $
2,995

139,114
1,128

4,162,136 $

5,525,877
6,597

139,114
897

5,672,485 $
(231)

1,510,349

Line

NQ
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
25
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52

53
54
55
56
57
58

SUPPORTING SCHEDULES:
B-1
C-1
C-3
H-1



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009
Summary of Results of Operations

Exhibit
Schedule A-2
Page 1
Witness: Bourassa

Description
Gross Revenues

Protected Year
Test Year Present Proposed

Prior Years Ended Actual Adjusted Rates Rates
3/31/2007 3/31/2008 3/31/2009 3/31/2009 3/31/2010 3/31/2010

s 3,600,129 $ 4,152,776 $ 4,159,141 $ 4,162,136 $ 4,162,136 $ 5,672,485

Revenue Deductions and
Operating Expenses

2,970,391 3,693,997 3,560,547 4,123,965 4,123,965 4,706,943

Operating Income $ 629,738 $ 458,779 $ 598,594 $ 38,170 $ 38,170 $ 965,542

Other income and
Deductions

lnteresi Expense (127,396) (120,242) (120,442) (114,t87) (114,187) (114,187)

Net Income $ 502,342 $ 338,537 $ 478,152 $ (76,017) $ (76,017) $ 851 ,355

Eamed Per Average
Common Share 3.30 2.23 3.15 (0.50) (0.50) 5.60

Dividends Per
Common Share 3.00

Payout Ratio 0.91

Return on Average
Invested Capital 4.02% 2.38% 2.94% -051% -0.50% 5.65%

Return on Year End
Capital 3.72% 2.27% 2.71% -0.51% -0,49% 5.54%

Return on Average
Common Equity 12.27% 6.42% 7.74% ~129% -120% 12.50%

Return on Year End
Common Equity 10.88% 5.70% 7.45% -1 .30°/> -1.21% 11.82%

Times Bond Interest Eamed
Before Income Taxes 8.30 5.95 4.97 0,00 0.00 0.00

Times Total Interest and
Preferred Dividends Earned
After Income Taxes 4.94 3.82 4.97 5.24 5.24 8.46

Line

1
2
3
4
5
6
7
8
g
10
11
12
13

14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

SUPPORTING SCHEDULES
C-1
E-2
F-1
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Summary of Capital Structure

Exhibit
Schedule A-3
Page 1
Witness; Bourassa

Line
No. Prior Years Ended

3/31/2007 3/31/2008

Test
Year

3/31/2009

Projected
Year

3/31/2010Description:

Short-term Debt $ $ $ $

Long-Term Debt $ 1,905,306 $ 1,804,573 $ 1,697,323 $ 1,584,033

Total Debt $ 1,905,306 $ 1,804,573 $ 1,697,323 $ 1 ,584,033

Preferred Stock

Common Equity 8,472,839 10,224,966 6,352,792 7,204,147

Total Capital & Debt $ 10,378,145 $ 12,029,539 $ 8,050,115 $ 8,788,180

Capitalization Ratios:

Short-term Debt

18.36% 15.00% 21.08% 18.02%Long-Term Debt

Total Debt 18.36% 15.00% 21.08% 18.02%

Preferred Stock

Common Equity 81 .64% 85.00% 78.92% 81.98%

Total Capital 100.00% 100.00% 100.00% 100.00%

Weighted Cost of
Short-Term Debt 0.00% 0,00% 0.00% 0.00%

Weighted Cost of
Long-Term Debt 1.15% 0.94% 1.32% 1.13%

Weighted Cost of
Senior Capital 1.15% 0.94% 1.32% 1.13%

1
2
3
4
5
6
7
8
9
10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44

SUPPORTING SCHEDULES:
E-1
D-1

I



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Construction Expenditures
and Gross Utility Plant in Service

Exhibit
Schedule A~4
Page 1
Witness: Bourassa

Construction
Expenditures

Net Plant
Placed

in
Service

Gross
Utility
Plant

in Service

Prior Year Ended 3/31/2007 2,710,061 2,745,694 23,005,177

Prior Year Ended 3/31/2008 1,942,109 841,983 23,847,160

Test Year Ended 3/31/2009 3,518,741 4,474,433 28,321,593

Projected Year Ended 3/31/2010 1,700,000 1,700,000 30,021 ,593

Line
No.
1
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES:
B-2
E-5
F-3



Bella Wsta Water Company (Consolidated)
Test Year Ended March 31, 2009

Summary Statements of Cash Flows

Exhibit
Schedule A-5
Page 1
Witness: BourassaLine

No,
Prior
Year

Ended
3/31/2007

Prior
Year

Ended
3/31/2008

Test
Year

Ended
3/31/2009

Projected Year
Present Proposed
Rates Rates

3/31/2010 3/31/2010

$ 502,342 $ 338,537 s 478,152 $ (76,017) $ 851,355

480,428
322,694

595,436
(12,254)

678,246
(7,939)

1,122,442 1,122,442

(54,064) (127,897) (59,077)

9,780
2.996

21,259
163,192

(17,896)
322,682
(44,378)

8.121
187,429
691 _sea

3.280
(8,583)(24,780)

$

(357,743)
21,712
11,551

1,124,147 $
138,546

1,167,996 $
6,356

1 ,977,645 $ 1,046,425 $ 1,973,797

(2.710,061) (1,942,109) (3,518,741) (1,700,000) (1,700,000)

$ (2,710,0e1) s (1,942,109) $ (3,518.741) $ (1,700,000) s (1.700,000>

(9,392) 1,434,796
38,500

(107,250)

1,234,401
14,430

(103,612)
(456,748)

(100,733)
(2,149)

$ $ $ $

1
2
3
4
5 Cash Flows from Operating Activities
6 Net Income
7 Adjustments to reconcile net income to net cash
8 provided by operating activities;
9 Depreciation and Amortization
10 Provision for Doubtful Accounts
11 Other
12 Changes in Certain Assets and Liabilities:
13 Accounts Receivable
14 Accounts Receivable, Other
15 Materials and Supplies Inventory
16 Prepaid Expenses
17 Accounts Payable
CB intercompany payable
19 Customer Deposits
20 Taxes Payable
21 Deferred Income Taxes
22 Other assets and liabilities
23 Net Cash Flow provided by Operating Activities
24 Cash Flow From investing Activities:
25 Capital Expenditures
26 Plant Held for Future Use
27 Changes in Short-term investments
28 Net Cash Flows from Investing Activities
29 Cash Flow From Financing Activities
30 Change in Restricted Cash
31 Net Receipts of Advances-in-Aid of Construction
32 Net Receipts of Contributions-in-Aid of Construction
33 Repayments of Long-Term Debt
34 Dividends Paid
35 Deferred Financing Costs
36 Stock/Paid in Capital
37 Net Cash Flows Provided by Financing Activities
38 increase(decrease) in Cash and Cash Equivalents
39 Cash and Cash Equivalents at Beginning of Year
40 Cash and Cash Equivalents at End of Year
41
42

$

996,752
1 ,685,223

99,309
46,708

146,017 $

984,962
872,688

98,575
146,017
244,592 $

(683)
1,365,363
(175,733)
244,592
68,859 $

- s
(653,575)

68,859
(584,716) $

273,797
68,859

342,656
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Bella Vista W ater Company (Consolidated)
Test Year Ended March 31, 2009

Summary of Rate Base

Exhibit
Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base

Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 28,165,701
12,057,912

$ 28,165,701
12,057,912

Net Utility Plant in Service $ 16,107,789 $ 16,107,789

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction

6,781 ,443 6,781,443

542,445 542,445

Accumulated Amortization of CIAC (230,987) (230,987)

Customer Meter Deposits
Deferred Income Taxes & Credits

559,605
(173,329)

559,605
(173,329)

Plus;
Unamortized Debt Issuance

Costs
Deferred Reg. Assets
Working capital

Total Rate Base $ 8,628,612 $ 8,628,612

Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

SUPPORTING SCHEDULES:
B-2
B-3
B-5
E-1

RECAP SCHEDULESz
A-1



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments

Exhibit
Schedule B-2
Page 1
Witness: Bourassa

Actual
at

End of
Test Year

Proforma
Adjustment

Amount

Adjusted
at end

of
Test Year

Gross ufinfy
Plant in Service $ 28,321,594 (155,893) $ 28,165,701

Less:
Accumulated
Depreciation 11,951,659 106,253 12,057,912

Net Utility Plant
in Service $ 16,369,935 $ 16,107,789

Less:
Advances in Aid of
Construction 6,781 ,443 6,781,443

Contributions in Aid of
Construction 542,445 542,445

Accumulated Amory of CIAC (258,759)

(0)

27,772 (230,987)

Customer Meter Deposits
Deferred Income Taxes & Credits

559,605
(173,329)

559,605
(101,160) (72,169)

Plus:
Unamortized Debt Issuance
Costs

Deferred Reg. Assets
Working capital

Total S 8,846,361 $ 8,628,612

Line
No.
1
2
3
4
5
6
7
8
g
10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
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SUPPORTING SCHEDULES:
B-2, pages 2
E-1

RECAP SCHEDULES:
B-1
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment 4

Exhibit
Schedule B-2
Page 6
Witness: Bourassa

Line
04
1

2

3
4

CIAC and Accumulated Amortization

Computed balance at 3/31/2009

Gross CIAC

$ 542,445

Acc um. Amort.

$ 230,987

Book balance at 3/31/2009 $ 542,445 $ 258,759

Increase (decrease) $ (0) $ (27,772)

$Adjustment to CIAO

Label

$
4a

(0) 27,772

Cb

5
6
7
8
g
10
1 1
12

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

SUPPORTING SCHEDULES
B-2, page 6.1 to 6.5



go
83
===

9 8
M 1-

<0
N
|\_
w
<r
we

<3
q

m
of:

\ I |

<0
N

(D
<r
<r

<1-
1/
o
(*)
m
1-

o
o f
(.O_
m
<r

q q
ca o
off m
10 LT

v '

39
Q
IN
o
co
m

l I I

89oQo
QQ

I I I

o
.

oz:
ca
Q
Q
Q

0of
o-'J
q

q ~<ro o
m_ Q
LT LD
1- 1-

mmm
m
3
o
co
Leim
m

an C
8° .:
a 3

85'

1;
o
<1

o
o
N

;§
. c
x

LIJ

~.
m
Q) 1-

4-4 D (D
'O
GJ
.c
m

o
"q-

l*-

\ I I |

Q
q-

r--=:;
w

===
S Q'UN121-

co
<r
o
m
o
<r

`...
-

<.o
<r
0 _
m
o

O
LT

o
m

If) LD
1-_ r"*
-=r <r

BE
1"..-
ca
v '
LQ
m

I l

oa~CDo
o
Q
o

I l

o
3~
0
ca
ca
CO
<3

I

1- 9
c a >

N 'CS
4

:Ag
w e

=>
S m
we(Dv-

LD
<r
o
m
o
<r

c>
cm
LD

(1)
c:>
v*

| l I I

<0<r
o
m
o
<r

o
cm

m
o
1 -

C

fl-»

8'ii
E

.Q
(0
.8
1:
o

>
C
as
Q

>C
m
Q

as
"ii
n:

q-
o

Q..

4-4

. Q
L..

Eo
O
Eas
g o
CO

4-1
cm

S

88 E
m
E1:

vs()
38
m o

e

<\1<

88§

C
.9. .
.8
o
E
<
2%
wo
o .

Eo
O

>c(5D.
Eo
o._m+4
3
G.)
.Se._C3
in
E
20
a s
z o

t'
8N (.~_ E

8 §E
< <

m. .m
nr
c
.Q..-m
.8
1:
o
E
<
2
ll)
oD.
E
o
O

E
o
o
a>
m
3
an

(D
E
2 O
`3 <3
(I) o

8 t.'
.- E
m
.4 <t:
o

E
ET<<

3

m. .m
no
C

.Q. .
m
N
o
E
<

0..
8o
<1

E
o
O

'Bea
44

E
'é'vo O
o 3
U O

e
o

<

o §
E 8
< <

m
4-1
c
U

g-»»§
8~3'8o,_;4,m
Qmeg
E°s°5.-14 _ A

85"
882
m E¢9

Elia

re
¢= 2
E "U8 asÙ1. c M
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009
Computation of Working Capital

Exhibit
Schedule B-5
Page 1
Witness: Bourassa

$ 280,396
25,395

30

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Materials and Supplies
Prepaids 23,268

Total Working Capital Allowance $ 329,088

Working Capital Requested $

SUPPORTING SCHEDULES:
E-1

RECAP SCHEDULES:
B-1

Cash Working Capital Detail

Adjusted
Test Year Results

$ 4,123,965

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

29
30
31

Total Operating Expense
Less:
Income Tax
Property Tax
Depreciation
Purchased Water
Pumping Power
Allowable Expenses
1/8 of allowable expenses

$

$

(47,787)
195,954

1 _122,442
708

609,481
2,243,167

280,396



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Income Statement

Exhibit
Schedule C-1
Page 1
Witness: Bourassa

Test Year
Book

Results Label Adjustment

Test Year
Adj used
Results

Proposed
Rate

Increase

Adjusted
with Rate
Increase

$ 4,020,027 4 $ 2,995 $ 4,023,022 $ 1,510,349 $ 5,533,371
Revenues

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$
139,114

4,159,141 $ 2,995 $
139,114

4,162,136 $ 1,510,349 $
139,114

5,672,485

Operating Expenses
$ $ $

708
609,378 5 103

708
609,481

708
609,481

6 15,708
49,998
4.696

41 ,937
1 ,563,336

28,184
6,205

60,600
125,122
59,410
7,290

10,628

7 36,039

Salaries and Wages
Purchased Water
Purchased Power
Fuel for Power Production
Chemicals
Materials & Supplies
Outside Services
Outside Sewices- Legal
Outside Sewices- Other
Water Testing
Equipment Rental
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Reg. Comm. Exp.
Reg. Comm. Exp. - Rate Case 3 133,333

5,709
49,998
4.696

41,937
1 ,599,375

28,184
6,205

60,600
125,122
59,410
7,290

10,628
133,333
92,502
18,178

1,122,442

92,502
18,178

678,246 1 444,196

5,709
49,998
4,696

41 ,937
1,599,375

28,184
6.205

50,600
125,122
59,410
7,290

10,628
133,333
92,502
18,178

1,122,442

198,421 2
g

$
$

3,560,547
598.594

$
$

(2,467)
(47,787)
563,418 $
(560,424) $

195,954
(47,787)

4,123,965
38,170

$
$

582,978
582,978
927,371

$
$

195,954
535,191

4,706,943
965,542

Miscellaneous Expense
Bad Debt Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income (loss)
Interest Expense
Other Expense

(120,442) 8 6,255 (1 14_187) (114,187)

$
$

(114,187)
851.355

Total Other Income (Expense)
Net Profit (Loss)

$
$

(120,442)
478,152

$
$

6,255 $
(554,169) $

(114,187) $
(76,017) $ 927,371

Line

NO
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42
43

SUPPORTING SCHEDULES:
C-2
E-2

RECAP scHEDuLEs:
A-1
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Schedule C-2
Page 2
Witnessi Bourassa

Depreciation Expense
Adjusted

O r i g i n a l
Cost

Proposed
Rates

Depreciation
Expense

961
688,011

1,929,428
51,378

64,250
1.284

1,300,212 43,297

3.798
1 ,293

2,777,250
109,639

76
65

347,156
3.651

2,709,163 60,143

12,820,712
1,500,252
1 ,517,711

970,159

256,414
49,958

126,425
19,403

7.640
13,535

114,540
202,929
161,264
295,224 59,045

124,953 6.248

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
6.67%
2.00%
5.00%

12.50%
3.33%
3.33%

20.00%
2.22%
2.22%
5.00%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
6.67%

20.00%
20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

Acct.

M L
301
302
303
304
305
306
307
308
309
310
311
320

320. 1
320.2
330

330. 1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs 8t Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

31.548
444,928
110,348
300,001

1 ,577
44,493
1 1 ,035
30,000

TOTALS $ 28,165,702 $ 1.145.697

Less: Amortization of Contributions $ 542,445 4.2869% $ (23,254)

$ 1,122,442Total Depreciation Expense

Test Year Depreciation Expense 678,246

Increase (decrease) in Depreciation Expense 444,196

Adjustment to Revenues and/or Expenses $ 444,196

Line

Ur;
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

51
52

53
54
55
56

SUPPORTING SCHEDULE
B-2, page 3
B~2, page 6

Fully Depreciated



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Schedule C-2
Page 3
V\ntness: Bourassa

Propertv Taxes:

$

$
$

4,162,136
4,162,136
5,672,485
4,665,585
9,331.171

$ 52,600

Adjusted Revenues in year ended 3/31/09
Adjusted Revenues in year ended 3/31/09
Proposed Revenues
Average of three year's of revenue
Average of three year's of revenue, times z
Add:
Construction Work in Progess at 10%
Deduct:
Book Value of Transportation Equipment

Full Cash Value
Assessment Ratio
Assessed Value
Property Tax Rate

$ 9,331 ,171
21%

1 ,959,546
9.8984%

Property Tax
Plus: Tax on Parcels

193,963
1 ,991

$Total Property Tax at Proposed Rates
Property Taxes recorded during the test year
Change in Property Taxes $

195,954
198,421

(2,467)

Line

M L
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

24
25
26

27
28

Adjustment to Revenues and/or Expenses $ (2,467)



l

Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

ADJUSTMENTS To REVENUES AND/OR EXPENSES
Adjustment Number 3

Exhibit
Schedule C-2
Page 4
Witness: Bourassa

Rate Case Expense

Estimated Rate Case Expense $ 400,000

Rate Case Expense $ 400,000

Estimated Amortization Period (in Years) 3.0

Annual Rate Case Expense $ 133,333

Test Year Rate Case Expense $

Increase(decrease) Rate Case Expense $ 133,333

Line

1
2
3
4
5
6
7
8
9
10
11
12
13

14
15

16
17

18
19
20
21
22
23
24

Adjustment to Revenue and/or Expense $ 133,333



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 4

Exhibit
Schedule C-2
Page 5
Witness: Bourassa

Revenue Annualizatiog

Revenue Annualization $ 2.995

Total Revenue from Annualization $ 2,995

Adjustment to Revenue and/or Expense $ 2,995

Line

Rx
1
2
3
4
5
6
7
8

g
10
11

12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES
C-2 pages 5.1 to 5.18
H~1
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Schedule C-2
Page 6
Witness: Bourassa

Annualize Purchase Power Expense

Test Year Purchased Power Expense $ 609,378

Total Adjusted Purchased Power Expense $ 609,378

Gallon Sold during Test Year (in 1,000's) 1,132,044

Cost per 1,000 gallons $ 0.54

Additional Gallons from Revenue Annualization (in 1,000's) 190

Increase (decrease) in Purchased Power $ 103

Line

.14
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17

18
19
20
21

Adjustment to Revenue and/or Expense s 103



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 6

Exhibit
Schedule C-2
Page 7
Witnessi Bourassa

Annualize Chemicals Expense

Test Year Chemicals Expense $ 5,708

Gallon Sold during Test Year (in 1,000's) 1,132,044

Cost per 1,000 gallons $ 00050

Additional Gallons from Revenue Annualization 190

Increase (decrease) in Purchased Power $ 1

Line

F M
t
2
3
4
5
e
7
8
g
10
11
12
13
14

15
16
17
18
19
20

Adjustment to Revenue and/or Expense $ 1



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 7

Exhibit
Schedule C-2
Page 8
V\Atness: Bourassa

Line
N
1
2
3

Increase in Allocated General Office Cost (Outside Services)

$ 23,983
12.15%

Bella Vista Water Comnanv

Increase in Operations Labor
Allocation Factor (Factor method Customer Count)
Increase (decrease) in Allocated Operations Labor Cost $ 2,914

$Increase in General Overhead Labor
Allocation Factor (Factor method - 4-fador)
Increase (decrease) in Allocated Operations Labor Cost

300,914
8.80%

$ 26,474

4
5
6
7
8
g
10
11
12
13
14

Increase (decrease) in Outside Sewioes $ 29,388

$
Northern Sunrise Water Company
Increase in Operations Labor
Allocation Factor (Factor method - Customer Count)
Increase (decrease) in Allocated Operations Labor Cost

23,983
0.49%

$ 118

$Increase in General Overhead Labor
Allocation Factor (Factor method - 4-factor)
Increase (decrease) in Allocated Operations Labor Cost

300,914
0.73%

$ 2.195

Increase (decrease) in Outside Services $ 2,313

$
Southern Sunrise Water Comoanv

Increase in Operations Labor
Allocation Factor (Factor method - Customer Count)
Increase (decrease) in Allocated Operations Labor Cost

23,983
1.17%

s 281

$ 300,914
1.35%

$

Increase in General Overhead Labor
Allocation Factor (Factor method - 4-factor)
Increase (decrease) in Allocated Operations Labor Cost 4,057

\increase (decrease) in Outside Sewioes $ 4,337

Total Increase (decrease) in Outside Services $ 36,039

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

Adjustment to Revenue and/or Expense $ 36,039
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 8

Exhibit
Schedule C-2
Page 9
Witness: Bourassa

Line
No.

Interest Synchronization

$Fair Value Rate Base
Weighted Cost of Debt
Interest Expense

8,628,612
1.32%

$ 114,187

Test Year Interest Expense $ 120,442

Increase (decrease) in Interest Expense (6,255)

Adjustment to Revenue and/or Expense $ 6,255

Weiqhted Cost of Debt Commutation

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Debt

Equity

Total

$

$

s

Amount

1,697,323

6,352,792

8,050,115

Percent

21 .08%

78.92%

100.00%

Cost

6.28%

12.50%

Weighted

Cost

1.32%

9.86%

11 _ 19%



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and/or Expenses
Adjustment Number 9

Exhibit
Schedule C-2
Page 10
V\Htness: Bourassa

Income Tax Computation

Test Year
Adjusted
Results

Adjusted
with Rate
\increase

Taxable Income $ 1,386,546

Taxable Income

$ (123,804)

$ (123,804) $ 1,386,546

Income Before Taxes $ (123,804) $ 1,386,546

Arizona Income Before Taxes $ 1,386,546

$ $ 96,614

6.97%
Less Arizona Income Tax
Rate :
Arizona Taxable Income $ 1,289,931

Arizona Income Taxes $ $ 96,614

Federal Income Before Taxes

s (12s.804)

(8,627)

$ (115,177)

(8,627)

$ (123,804) $ 1,386,546

Less Arizona Income Taxes $ $ 96,614

Federal Taxable Income

(8,627)

$ (115,177) $ 1,289,931

FEDERAL INCOME TAxEs;
15% BRACKET
25% BRACKET
34% BRACKET
39% BRACKET
34% BRACKET

$
$
$
$
$

$
$
$
$
$

7,500
6,250
8,500 Federal

91,650 Effective
324,677 Tax

Rate
438,577 31.63%Federal Income Taxes $

(17,277)

- Federal
- Effective
- Tax

Rate
(17,277) 13.95% $

Total Income Tax $ (25,903) $ 535,191

Overall Tax Rate 20.92% 38.60%

Line

D_8
1
2
3
4
5
6
7
8
g

10
11
12
13

14
15
16
17
18
19
20
21
22
23
24
25
26
27

28
29
30
31
32
33
34
35
36
37
38

39
40
41

42
43

44
45
46

Income Tax at Proposed Rates Effective Rate $ (47,787)
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Computation of Gross Revenue Conversion Factor

Exhibit
Schedule C-3
Page 1
Witness; Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
31 .630/>

State Income Taxes 6.97%

Other Taxes and Expenses 0.00%

Total Tax Percentage 38.60%

Operating Income % = 100% - Tax Percentage 61 .40%

Gross Revenue Conversion Factor1
Operating Income 0/> 1 .6286

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
A-1



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Comparative Balance Sheets

Exhibit
Schedule E-1
Page 1
Witness: Bourassa

Test
Year

Ended
3/31 /2009

Year
Ended

3/31/2008

Year
Ended

3/31/2007

$ 28,321,593 $ 23,847,160 $ 23,005,177

Line
No .

1
2
3

ASSETS
Plant In Semite
Non-Utility Plant
Construction Work in Progress
Less: Accumulated Depreciation
Net Plarll $

526,003
<1 1 ,951 ,6s8>
16,895,938 $

1,481 ,695
(11 ,261 ,450)
14,067,405 $

381,569
(10,657,596)
12,729,150

Debt Reserve Funds $ 199,561 $ 199,561 $ 199,561

$ 68,859 $ 244,592 s 146,017

440,001 380,924 253,027

23,268 31,389

CURRENT ASSETS
Cash and Equivalents
Restricted Cash
Short-term Investments
Accounts Receivable, Net
Accounts Receivable -Other
Materials and Supplies
Prepayments
Other Current Assets
Total Current Assets $ 532,128 $ 656,905 $

13,493
126,291
538,828

Deferred Debits $ 7,500 $ 13,857 $ 26,112

Other Assets

TOTAL ASSETS $ 17,635,127 $ 14,937,728 $ 13,493,651

LIABILITIES AND STOCKHOLDERS' EQUITY
Common Equity $ 6,414,648 $ 5,937,178 $ 4,615,828

Long-Term Debt, less current $ 1,584,165 $ 1,698,986 $ 1 ,805,842

$ 1,045,192
113,158

$ 857,763
105,587

$ 535,081
99,464

969,803 278,143 322,521

(15,413) (6,830) 17,950

4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

44
$ 2,112,740 $ 1,234,663 $ 975,016

CURRENT LIABILITIES
Accounts Payable
Current Portion of Long-Term Debt
Current Portion of AlAC
Payables to Associated Companies
Customer Meter Deposits, Current
Taxes Payable
Accrued Employee expenses
Accrued Interest
Other Current Liabilities
Total Current Liabilities
DEFERRED CREDITS

Customer Meter Deposits, less current
Advances in Aid of Construction
Accumulated Deferred Income Taxes
Contributions In Aid of Construction
Accumulated Amortization of CIAC

$ 559,605
6,781 .443
(101,160)
542,445

(258,759)

$ 490,667
5,412,305
(101 ,1B0)
503,945

(238,856)

$ 435,153
5,477,21 1
(101 ,160)
503,945

(218,184)

Total Deferred Credits $ 7,523,574 $ 6,066,901 $ 6,096,965

Total Liabilities & Common Equity s 17,635,127 $ 14,937,728 s 13,493,651

45
46
47
48
49
50
51
52
53

54
55
56
57
58
59

SUPPORTING SCHEDULES:
E-5

RECAP SCHEDULES:
A-3



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009
Comparative Income Statements

Exhibit
Schedule E-2
Page 1
Witness: Bourassa

Test
Year

Ended
3/31 /2009

Prior
Year

Ended
3/31/2008

Prior
Year

Ended
3/31 /2007

$ 4,020,027 $ 4,008,483 $ 3,453,246
Revenues

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Total Revenues "
Operating Expenses

$

139,114
4,159,141 $

144,293
4,152.776 $

146,883
3,600,129

$ $ $
708

609,378
2,883

561 ,834 476,222

5,708
49,998
4,696

41,937
1 ,563,336

28,184
6,205

60,600
125,122
59,410
7,290

10,628

7,157
55,264
3,555

105,935
1,475,145

47,852
4,535

50,740
102,360
64,192
5,558

1 1,195

3,219
106,637

(2,630)
20,720

1,051 ,535
6,245

10,683
60,350
54,558
42,146
'11 ,s15

7,352

92,502
18,178

678,246

71 ,527
23,656

595,436

39,823
12,825

480,428

198,421

Salaries and Wages
Purchased Water
Purchased Power
Fuel For Power Production
Chemicals
Materials and Supplies
Outside Services
Outside Services- Other
Outside Sewices- Legal
Water Testing
Equipment Rental
Rents - Building
Transportation Expenses
Insurance - General Liability
Insurance - Vehicle
Reg. Comm. Exp. - Other
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

237,936
256,237

160,715
427,948

$
s

3,560,547
598,594

$
$

3,693,997
458,779

$
s

2,970,391
629,738

$ $ $

(120,442) (120242) (127,396)

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income (loss)
Interest Expense
Other Expense

Total Other Income (Expense)
Net Profit (Loss)

s
$

(120,442) $
478,152 $

(120,242) $
338,537 $

(127,396)
502,342

Line

n
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

41

42
43
44
45
46
47
48
49

50
51

SUPPORTING SCHEDULES: RECAP SCHEDULES:
A-2



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Comparative Statements of Cash Flows

Exhibit
Schedule E-3
Page 1
V\htness: Bourassa

Test
Year

Ended
3/31/2009

Prior
Year

Ended
3/31/2008

Prior
Year

Ended
3/31 /2007

$ 478,152 $ 338,537 $ 502,342

678,246
(7,939)

595,436
(12,254)

480,428
322,694

(59,077) (127,897) (54,064)

(17,896)
322,682
(44,378)

9.780
2,996

21,259
163,192

8.121
187,429
691,660

3,280
(8,583) (24,780)

$
6,356

1 ,977,645 $
138,546

1,167,996 $

(357,743)
21,712
11,551

1,124,147
\

(3,518,741 ) (1,942,109) (2,710,061)

$ (3,518.741) $ (1,942,109) $ (2,710,061)

(9,392)1 ,434,796
38,500

(107,250) (100,733)
(2,149)

1,234,401
14,430

(103,612)
(456,748)

$ $ $

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and Amortization
Adjustments to Depreciation and Amortization
Other
Changes in Certain Assets and Liabilities:

Accounts Receivable
Accounts Receivable, Other
Materials and Supplies inventory
Prepaid Expenses
Accounts Payable
Intercompany payable
Customer Meter Deposits
Taxes Payable
Deferred Income Taxes
Other assets and liabilities

Net Cash Flow provided by Operating Activities
Cash Flow From Investing Activities:

Capital Expenditures
Plant Held for Future Use
Change in Short-term Investments

Net Cash Flows from investing Activities
Cash Flow From Financing Activities

Change in Restricted Cash
Net Receipts of Advances-in-Aid of Construction
Net Receipts of Contributions-in-Aid of Construction
Repayments of Long-Term Debt
Dividends Paid
Deferred Financing Costs
Stock/Paid in Capital

Net Cash Flows Provided by Financing Activities
Increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year $

(683)
1,365,363
(175,733)
244,592
68.859 $

984,962
872,688
98,575

146,017
244,592 $

996,752
1 ,685,223

99,309
46,708

146,017

Line

M L
1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

SUPPORTING SCHEDULES: RECAP scHEDuLEs;
A-5
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Statement of Changes in Stockholder's Equity

Exhibit
Schedule E-4
Page 1
Witness: Bourassa

Common
Stock Paid-In-Caoitai

Retained
Earnings Total

$ 1,520,080 $ $ 1 ,6'/5,454377,948
996,752

1,520,080 $ $

(456,748)
502,342

1,721 ,049 $$
$

1 ,374,700
984,962

$ 1,520,080 $

(2,149)
338,537

2,057,437 $2,359,662 $
(682)

$ 3,573,482
996,752

(456,748)
502,342

4,615,828
984,962

(2,149)
338,537

5,937,178
(682)

Balance, Mar 31, 2006
Addnl Paid In Capital
Dividends
Net Income
Balance, Mar 31, 2007
Addnl Paid In Capital
Dividends
Net Income
Balance, Mar 31, 2008
Addnl Paid In Capital
Dividends
Net Income
Balance, Mar 31, 2009 $ 1,520,080 $ 2,358,980 $

478,152
2,535,589 $

478,152
6,414,648

Line
No.
1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23 SUPPORTING SCHEDULES: RECAP SCHEDULES:



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Detail of Plant in Service

Exhibit

Schedule E-5
Page 1
V\htness: Bourassa

Line
M ;

Acct.
M Plant Description

Plant
Balance

at
3/31/2008

Plant
Additions,
Reclass-

ications or
or

Retirements

Plant
Balance

at
3/31 /2009

$ $ $
6,362

740,152
929,381

46,603

6.362
740,152

1,944,107
51,378

1 ,014,726
4,775

1,220,016 90,931 1,310,947

2.706 1 .092 3,798

2,453,587
71 ,776

330,651
37,923

2,784,238
109,699

1,573,833 1,136,308 2,710,141

1 1,589,873
1,363,131
1,408,809

918,403

1 205,766
140,878
131,463
52,443

12,795,639
1 ,504,009
1 ,540,272

970,846

107,222
8.713

45,091
170,568
188,770
287,800

152,313
179,281
188,770
301 ,75013,950

124,467 3,003 127,470

1.641
180,381

6.518

301
302
303
304
305
306
307
308
309
310
311
320

320 . 1
320.2
330

330. 1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

40,931
446,604
112,884
300,002

Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Equipment
Chemical Solution Feeders
Distribution Reservoirs gt Standpipe
Storage tanks
Pressure Tanks
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant
Rounding

TOTAL WATER PLANT $

39,290
266,223
106,366
300,002

(2)
23,846,845 $

2
4,474,748 $ 28,321,593

1
2
3
4
5
6
7
8
g
t o
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

SUPPORTING SCHEDULES RECAP SCHEDULES:
A-4
E-1



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Operating Statistics

Exhibit
Schedule E-7
Page 1
Witness: Bourassa

Test
Year

Ended
3/31 /2009

Poor
Year

Ended
3/31 /2008

Poor
Year

Ended
3/31/2007.

WATER STATISTICS:

Total Gallons Sold (in Thousands) 1,132,044 1,173,208 1,097,287

Water Revenues from Customers: $ 4,159,141 $ 4,152,776 $ 3,600,129

Year End Number of Customers 9,635 9,694 9.233

Annual Gallons (in Thousands)
Sold Per Year End Customer 117 121 119

Annual Revenue per Year End Customer $ 431.67 $ 428.39 $ 389.92

0.4340

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

Pumping Cost Per 1,000 Gallons
Purchased Water Cost per 1,000 Gallons

$
$

0.5383
0.0006

$
$

0.4789
0.0025

$
$



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Taxes Charged to Operations

Exhibit
Schedule E-8
Page 1
Witness; Bourassa

Test
Year

Ended
3/31/2009

Prior
Year

Ended
3/31/2008

Prior
Year

Ended
3/31/2007

Description

$ $ 216,387
39,850

$ 365,619
62,329

Federal Income Taxes*
State Income Taxes*
Payroll Taxes
Property Taxes 198,421 237,936 160,715

Totals $ 198,421 $ 494,173 $ 588,663

Line
No.
1
2
3
4
5
6
7
8

g
10
11
12
13
14

*Computed



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009
Notes To Financial Statements

Exhibit
Schedule E-9
Page 1
V\htness: Bourassa

Company does not conduct independent audits



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Projected Income Statements - Present 81 Proposed Rates

Exhibit
Schedule F~1
Page 1
Witness: Bourassa

Test Year
Actual
Results

At Present
Rates
Year

Ended
3/31 /2010

At Proposed
Rates
Year

Ended
3/31/2010

$ 4,020,027 $ 4,023,022 $ 5,533,371
Revenues

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$
139,114

4,159,141 $
139,114

4,162,136 $
139,114

5,672,485
Operating Expenses

$ $ $
708

609,378
708

609,481
708

609,481

5,708
49,998
4,696

41,937
1 ,563,336

28,184
6,205

60,600
125,122
59,410
7,290

10,628

5,709
49,998
4,696

41,937
1,599,375

28,184
6,205

60,600
125,122
59,410
7,290

10,628
133,333
92,502
18,178

1,122,442

92,502
18,178

678,246

5,709
49,998
4,696

41 ,937
1,599,375

28,184
6,205

60,600
125,122
59,410
7,290

10,628
133,333
92,502
18,178

1,122,442

198,421

Salaries and Wages
Purchased Water
Purchased Power
Fuel For Power Production
Chemicals
Materials and Supplies
Outside Services
Outside Services- Other
Outside Services~ Legal
Water Testing
Equipment Rent
Rents - Building
Transportation Expenses
insurance - General Liability
insurance - Vehicle
Reg. Comm. Exp. - Other
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

195,954
(47,787)

195,954
535,191

$
$

3,560,547
598,594

$
$

4,123,965
38,170

$
$

4,706,943
965,542

(120,442) (114,187) (114,187)

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income
Interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets

Total Other Income (Expense)
Net Profit (Loss)

$
$

(120,442) $
478,152 $

(114,187) $
(76,017) $

(114,187)
851,355



Bella Vista Water Company (Consolidated)
Test Year Ended March it, 2009

Projected Statements of Changes in Financial Position
Present and Proposed Rates

Exhibit
Schedule F-2
Page 1
Witness: Bourassa

Line
No. At Present

Rates
Year

Ended
3/31 /2010

At Proposed
Rates
Year

Ended
3/31 /2010

Test Year
Ended

3/31 /2009

$ 478,152 $ (76,017) $ 851,355

678,246
(7,939)

1,122,442 1,122,442

(59,077)

8.121
187,429
691 ,660

3.280
(8,583)

$
6.356

1,977,645 $ 1,046,425 $ 1,973,797

(3,518,741) (1 ,700,000) (1 ,700,000)

$ (3,518,741) $ (1,700,000) $(1,700,000)

1,434,796
38,500

(107,250)

$ $

1

2
3
4
5
6

7
8
g
10
11
12
13
14
15
16
17

18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

41

Cash Flows from Operating Activities
Net Income
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and Amortization
Adjustment to Depreciation and Amortization
Other
Changes in Certain Assets and Liabilities:

Accounts Receivable
Accounts Receivable, Other
Materials and Supplies Inventory
Prepaid Expenses
Accounts Payable
intercompany payable
Customer Deposits
Taxes Payable
Deferred Income Taxes
Other assets and liabilities

Net Cash Flow provided by Operating Activities
Cash Flow From Investing Activities:

Capital Expenditures
Plant Held for Future Use
Change in Short-term Investments

Net Cash Flows from Investing Activities
Cash Flow From Financing Activities

Change in Restricted Cash
Net Receipts of Advances-in-Aid of Construction
Net Receipts of Contributions-in-Aid of Contrudion
Repayments of Long-Term Debt
Dividends Paid
Deferred Financing Costs
Stock/Paid in Capital

Net Cash Flows Provided by Financing Activities
increase(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year $

(683)
1,365,363
(175,733)
244,592
68,859 $

- s
(653,575)

68,859
(584,716) $

273,797
68,859

342,656



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Projected Construction Requirements

Exhibit
Schedule F-3
Page 1
Witness: Bourassa

2010
$

2011
$

2012
$

750,000

600,000 450,000 450,000

50,000

225,000 210,000200,000

150,000 240,000

Account
Number

301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

330.1
330.2
331
333
334
335
336
339
340

340.1
341
342
343
344
345
346
347
348

Plant Asset:
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Equipment
Chemical Solution Feeders
Distribution Reservoirs & Standpipe
Storage tanks
Pressure Tanks
Transmission and Distribution Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Miscellaneous Equipment
Office Furniture and Figures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant 160,000

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42

Total $ 1,700,000 $ 915,000 $ 870,000



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009
Assumptions Used in Rate Filing

Exhibit
Schedule F-4
Page 1
Witness: Bourassa

Property Taxes were computed using the method used by the Arizona Department
of Revenue

Projected construction expenditures are shown on Schedule A-4.

Expense adjustments are shown on Schedule C2, and are explained in the testimony.

Accumulated depreciation and depreciation expense were computed at Arizona Corporation
Commission allowed rated in Prior Commission Decision.

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15

Income taxes were computed using statutory state and federal income tax rates.
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Bella vista Water Company (Consolidated)
Test Year Ended March 31, 2009

COMMODITY - DEMAND METHOD FUNCTION FACTORS
Plant and Depreciation Expense Allocations Functions

Exhibit
Schedule G-7
Page 2
Witness: Bourassa

Total Commoditv
0.10
0.10
0.10

Customer Meter ServiceDemand
0.90
0.90
Q90
1,00
0.90
1,00

0.10

1 .00

1 .00

1.00

0.25
1.00
0.75
100
Q750.25

1.00
100

Line

m
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20

Description
Wells
Pumps & Equipment
Trans. & Dist. Mains
Structures & Improve.
Water Treatment Equip.
Land
Customer
Services
Meters
Fire Hydrants
Transportation Equip.
Office Furniture
Communication Equip.
Specific
Specific
Specific

Factor
F-1
F-2
F-3
F-4
F-5
F-6
F-7
F-8
F-9
F-10
F-1 1
F-12
F-13
SF-1
SF-2
SF-3

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00 1 .00
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Cost of Service Study, Using Commodity Demand Method
Development of Class Allocation Factors

Exhibit
Schedule G»7
Page 3
Witness; Bourassa

COMMODITY ALLOCATION FACTOR (C-1 I

(=)
Total Gallons
(in 1_000'$)
In Test Year

664,275
2,042
1,728

129
33,663

969
24,289
46,167

280,498
51,419
21,462

468
31

5,094

Percent
of

TotalMeter Size
5/B Inch
3/4 Inch
1 Inch
2 Inch

5/B Inch
2/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
3 Inch
4 Inch
6 Indy
8 Inch

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
Com

Hydrant
Fire
Fire
Fire

58.67%
0.18%
0.15%
0.01%
2.97%
0.09%
2.15%
4.08%

24.77%
4.54%

1.896%
0.041%
0.003%
0.450%
0.000%
0.000%
0.000%

Meter
8 4

5/8 Inch
3/4 Inch
1 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2  l i m
3 Inch
4 Inch
6 Inch
8 Inch
a Inch
4 Inch
6 Inch
8 Inch

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
Com

Hydrant
Fire
Fire
Fire

DEMAND ALLOCATION FACTOR ID-1 W
Equivalent

Number
of Meters

and/or
Services

B,540
51
20
8

381
g

353
425

2, 184
416
75
so
BO

224
99
21

1

Number
of Meters

and/or
Services

8.540
34
8
1

381
6

141
85

273
26

3
1
1

14
99
21
1

Equiv~
alert

Weight
10
1 5
2.5
8.0
1.0
1 5
2 5
5.0
8.0

18.0
25.0
50.0
800
16.0

1.0
1.0
1.0

Percent
of

Total
66.01%
0.39%
0.15%
0.06%
2.95%
0.07%
2.72%
3.29%

16.88%
3.22%
0.58%
0.39%
0.62%
1.73%
0.77%
0.16%
0.01 %

Totals 1,132,234 100.00% Totals 9.635 12_937 100.00%

CUSTOMER ALLOCATION FACTOR (C$~1\ SERVICES ALLOCATION FACTOR (S-1) (bl

Percent
of

Total
Meter

e
5/8 Inch
3/4 Inch
1 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
a Inch
4 Inch
6 Inch
8 Indl

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
Com

Hydrant
Fire
Fire
Fire

Number
of Meters

8,540
34
8
1

381
e

141
85

273
26
3
1
1

14
go
21

1

8864%
0.35%
008%
0.01 %
3.95%
006%
1.46%
0.88%
2.83%
0.27%
0.03%
001 %
0.01 %
0. 15%
1.03%
022%
0.01 %

Meter
8 9

5/8 Inch
3/4 Inch
1 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
Com

Hydrant
Fire
Fire
Fire

Number
of

Services
8,540

34
8
1

381
6

141
85

273
26

3
1
1

14
99
21

1

$

Install-
ation

445.00
445.00
495.00
830.00
445.00
445.00
495.00
550.00
830.00

1,045.00
1,490.00
2,210.00
3,315.00

50.00
1_4g0.00
2,210000
3,315.00

Weighted
Number
Services

3,800,300
15,130
3,960

830
169,545

2,670
69,795
46,750

226,590
27,170

4,470
2,210
3,315

700
147,510
46,410
3,315

Percent
of

Total
83. 15%
033%
009°/>
0.02%
3.71 %
0.06%
1.53%
1.02%
4.96%
059%
0 10%
0.05%
007%
002%
3.23%
1.02%
007%

Totals 9.635 100.00% Totals 9.635 4,570,670 100.00%

METER ALLOCATION FACTOR (M-1) (h\

Meter

5/8 Inch
3/4 Inch
1 Inch
2 Inch

5/B Inch
3/4 Indl

1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
Com

Hydrant
Fire
Fire
Fire

Number
of Meters

8.540
34

8
1

381
6

141
85

273
26

3
1
1

14
99
21

1

s

Meter
Cost

155.00
255.00
315.00

1,890.00
155.00
255.00
315.00
525.00

1,045.00
1,670000
2,670.00
5,025.00
7,537.50
2,545.00
2,670.00
5,025.00
5,025.00

Weighted
Dollars

of Meters
1,323,700

8,670
2,520
1,a9o

59,055
1,530

44,415
44,625

285,285
43,420

8,01 o
5,025
7,538

35,630
264,330
105,525

5,025

Percent
of

Total
58_93%
0.39%
0.11 %
0.08%
2.63%
0.07%
1 .98%
199%

12.70%
1 .93%
0.36%
0.22%
0.34%
159%

11 .77%
4.70%
0.22%

Totals 9.635 2,246,193 100.00%

(a) lndudes customer and gallon sold arunualization.
(b) Meter and Service Line cost from Arizona Corporation Commission Memo of February 21, 2008

from Marlin Scott, Jr.. Meter costs based on compound meters Cost of seMce line and
meter is based on costs allowed for a compound meter installation.
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Hook-Up Fees

Exhibit
Schedule H-3
Page 9
V\Atness: Bourassa

Off-site Facilities Hook-up Fee

Proposed
Charqe

5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch or larger

Present
Charge

NT
NT
NT
NT
NT
NT
NT
NT

$ 1,600
2,400
4,000
8.000

12,800
25,600
40,000
80,000

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

NT : No Tariff
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Bella Vista Water Co., Inc.
Northern Sunrise Water Company Inc.
Southern Sunrise Water Company Inc.

Joint Application for Approval of Authority to Consolidate Rates
and for the Transfer of Utility Assets to Bella Vista Water Co., Inc.

August 31, 2009

.Schedule D

2232477.1
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Cost of Preferred Stock

Exhibit
Schedule D-3
Page 1
Witness: Bourassa

End of Test Year End of Proiected Year

Description
of Issue

Shares
OutstandinG Amount

Dividend
Requirement

Shares
Outstandinq Amount

Dividend
ReQuirement

NOT APPLICABLE, no PREFERRED STOCK ISSUED OR OUTSTANDING

Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES:
E-1

RECAP SCHEDULES-.
D-1



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Cost of Common Equity

Exhibit
Schedule D-4
Page 1
Witness: Bourassa

Line
No .

The Company is proposing a cost of common equity of 12.50% .
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES:
E-1

RECAP SCHEDULES:
D-1
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IN THE MATTER OF THE APPLICATION
OF NORTHERN SUNRISE WATER
COMPANY, INC., AN ARIZONA
CORPORATION, FOR A DETERMINATION
OF THE FAIR VALUE OF ITS UTILITY
PLANTS AND PROPERTY AND FOR
INCREASES IN ITS WATER RATES AND
CHARGES FOR UTILITY SERVICE BASED
THEREON.

1
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4

FENNEMORE CRAIG, P.C.
Jay L. Shapiro (No. 014650)
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BEFORE THE ARIZONA CORPORATION COMMISSION
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IN THE MATTER OF THE APPLICATION
OF BELLA VISTA WATER co., INC. AN
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DETERMINATION OF THE FAIR VALUE
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RATES AND CHARGES FOR UTILITY
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DOCKET no. W-02465A_09-0414
DOCKET NO. W-20453A-09-0414
DOCKET NO. W-20454A-09_0414

IN THE MATTER OF THE JOINT
APPLICATION OF BELLA VISTA WATER
CO., INC., NORTHERN SUNRISE WATER
COMPANY, INC., AND SOUTHERN
SUNRISE WATER COMPANY, INC. FOR
APPROVAL OF AUTHORITY To
CONSOLIDATE OPERATIONS, AND FOR
THE TRANSFER OF UTILITY ASSETS TO
BELLA VISTA WATER co.,
PURSUANT TO ARIZONA REVISED
STATUTES 40-285.

INC.
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I.

Q-

INTRODUCTION., QUALIFICATIONS AND PURPOSE

PLEASE STATE YOUR NAME AND ADDRESS.

A. My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona 85029.

Q. ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?

A. I am testifying in this proceeding on behalf of the applicants, Bella Vista Water

Company, Northern Sunrise Water Company, and Southern Sunrise Water

Company, consolidated as Bella Vista Water Company ("BVWC" or "the

Company"),

Q~ HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN THE INSTANT

A.

CASE?

Yes, my direct testimony was submitted in support of the initial application in this

docket. My direct testimony consisted of two volumes of testimony (one

addressing rate base, income statement and rate design, and the other addressing

cost of capital) for each of the companies referenced above on a stand-alone basis.

in addition, I submitted two volumes of testimony in support of consolidation (one

addressing rate base, income statement and rate design, and the other addressing

cost of capital).

Q~ WHAT Is THE PURPOSE OF THIS REBUTTAL TESTIMONY?

A.

P

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

I will provide rebuttal testimony in response to the direct filings by Staff and

RUCO. More specifically, this first volume of my rebuttal testimony relates to rate

base, income statement and rate design for BVWC. In the second, separate volume

of my rebuttal testimony, I will also present an update to the Company's requested

cost of capital as well as provide responses to Staff and RUCO on the cost of

capital and rate of return applied to the fair value rate base, and the detennination

of operating income.

I
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Q. ARE YOU ALSO SUBMITTING SEPARATE VOLUMES OF TESTIMONY

FOR EACH UTILITY ON A STAND-ALONE BASIS?

A. No, I did not think it necessary at this time since neither Staff nor RUCO oppose

the requested consolidation.l Schedules detailing the rate base, income statement,

rate design for each utility on a stand-alone basis will be made available if

necessary.

11.

Q-

SUMMARY OF BVWC'S REBUTTAL POSITION

WHAT ARE THE REVENUE INCREASES THE COMPANY Is

PROPOSING IN THIS REBUTTAL TESTIMONY?

A. The Company is proposing a total revenue requirement of $5,308,101, which

constitutes an increase in revenues of $1,145,966, or 27.53% over adjusted test

year revenues.

Q- HOW DO THESE COMPARE WITH THE COMPANY'S DIRECT

FILING?

The revenue requirement is lower. In the direct filing, the Company requested a

total revenue requirement of $5,672,485, which required an increase in revenues of

$1,510,349, or 36.29%.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15 A.

16

17

18

19

Q~ WHAT'S DIFFERENT?

A.

i

i

i

I
i

In its rebuttal filing, BVWC has adopted a number of adjustments recommended

by Staff and/or RUCO, as well as proposed a number of additional adjustments of

its own in response to the other parties. The net result of these adjustments is: (1)

the Company's proposed operating expenses have decreased by $5l,101, from

$4,142,888 in the direct filing to $4,09l,778, and a net decrease of $770,814 in rate

base from the direct filing of $8,628,612 to$7,857,799.
3
I

20

21

22

23

24

25

26 ll
1 Direct Testimony of Jodi A. Jericho at 4:17-19, Direct Testimony of Crystal S. Brown ("Brown |
Dt.") at 3:20-25, 6:17-19.

g

i

|
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In addition, the Company has reduced its recommended cost of equity from

12.5% in its direct filing to 10.9% in its rebuttal filing. This has resulted in a lower

requested weighted cost of capital from 11.16% in the Company's direct filing to

9.85% in its rebuttal filing.

Q, PLEASE SUMMARIZE THE REASON FOR THE DECREASE IN THE

A.

RATE BASES?

The primary reason for the reduction in rate base is that the Company is proposing

a change to the deferred income taxes (DITs) of $745,355 based on a revision to its

DIT computation. The revised Company's DIT reflects the availability of new

infonnation, namely the 2008 annual tax return. This has allowed for a roll-forward

from the end of 2008 as opposed to 2007 in its direct filing. It also reflects the

Company's proposed changes to plant-in-service ("PIS"), accumulated

depreciation ("A/D"), advances-in-aid of construction ("AIAC") and contributions-

in-aid of construction ("CIAC"). Finally, the change to DIT reflects a change to

the bonus depreciation provisions not contemplated at the time of the C6rHpany's

direct filing. The net rate base impact of this adjustment is $(745,355).

Q- WHAT ARE THE PROPOSED REVENUE REQUIREMENTS AND RATE

INCREASES FOR THE COMPANY, STAFF, AND RUCO AT THIS STAGE

OF THE PROCEEDING?

A. The proposed revenue requirements and proposed rate increases are as follows:

Revenue Requirement . Revenue Inch. % Increase

$5,672,485 $1,510,349 36.29%

$4,154,455 SO (7,681) (O. 18)%

$4,919,615 S 757,479 18.20%

$5,308:101 $1,145,966 27.53%

1

2

3

4

5

6

7

8

9

10

11

12

13

14

"j

16

17

18

19

20

21

22

23

24

25

26

Company-Direct

Staff

RUCO

Company Rebuttal
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1 111. RATE BASE

2 Q- WOULD YOU PLEASE IDENTIFY THE PARTIES' RESPECTIVE RATE

3 BASE RECOMMENDATIONS?

4 A.

5

Yes, the rate bases proposed by the parties proposing a rate base in the case, the

Company, Staff and RUCO, are as follows:

6 OCRB FVRB

7

8

9

Company-Direct

Staff

RUCO

Company Rebuttal

$ 8,628,813

$ 4,985,205

$ 7,286,645

$7,857,799

$ 8,628,813

$ 4,985,205

$ 7,286,645

S 7,857,79910

11

12 Q-

13

14

1. Plant-in-service.

WOULD YOU PLEASE DISCUSS THE COMPANY'S PROPOSED

ORIGINAL COST RATE BASE AND IDENTIFY ANY ADJUSTMENTS

YOU HAVE ACCEPTED FROM STAFF AND/OR RUCO?

-"13= f :

16

17

18

19

"Tln om 's re u rat€base §djust1nent§'13?he ared-8f5.i1&1 on re ii -:

schedules B-2, pages 3 through 6. Rebuttal Schedule B-2, page 1 and 2,

summarize the Company's proposed adjustments and the rebuttal OCRB .

Rebuttal B-2 adjustment 1, as summarized on Rebuttal Schedule B-2, page

2, consists of five (5) adjustments labeled as "A", "B", "C", "D", and "E" on

20

21

22
l

23

Rebuttal Schedule B-2, page 3.

Adjustment A reduces PIS to the actual cost of post-test year plant. The

Company has adopted Staffs proposal to adjust the post-test year plant costs to

actual cost.2 RUCO has proposed a similar adjustment.3
6

24

25

26

2 See Broom Ds. 12 .- 13.
| 3 See Direct Testimony of Rodney Moore ("Moore Dt.") at 8 9. 1

i
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1

2

3

4

5

6

7

8

9

10

11.

12

13

14

*1

16

17

18

19

to

21

Adjustment B increases PIS to reflect the adjusted cost of retired plant

related to post~test year plant. The Company has adopted Staff" s proposal to adjust

the retirement cost.4 RUC() has proposed a similar adjustment.5

Adjustment C reduces PIS to reflect the actual acquisition costs of the

former McClain systems, now Northern Sunrise Water Company and Southern

Sunrise Water Company. Staff proposes to an interim exclusion of all of the

McClain Systems acquisition costs that were approved in Docket No. W-20453A-

06-0247 et al. until it had an opportunity to audit the documentation provided by

the Company.6 The Company interpreted this as an interim position and has

provided Staff all the relevant information it needs to complete its audit of the costs

and support the recovery of the actual amount of acquisition costs in the amount of

$155,378. RUCO has not proposed any adjustment to the acquisition costs.

Adjustment D reduces PIS to reflect revised cost related to allowance for

funds used during construction ("AFUDC"). Staff proposes to exclude all AFUDC

=;lJecause t'liéCornpany diil nofradequateiy-support`the easts ""However the

Company has since provided updated information on AFUDC to Staff and, like the

issue of the acquisition costs, hopes that upon review of this material, Staff will

support the Company's revised AFUDC amounts. RUCO has not proposed any

adjustment to PIS for AFUDC.

Adjustment E reduces PIS to reflect Company proposed retirements in

response to Staffs retirement proposal.8 As explained by Mr. Sorensen, the

22

23

24

7

4 Brown Dr. at 12 - 13.
5 Moore Dt. at 8 - 9.

6 Brown Dt. at 19.

25 Id. at 14.

26 I 8 id.at 15 - 17.
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1

2

3

Company does agree that it did not retire assets when replacements were placed in

to service.9 However, the Company has concerns about Staffs methodology and

prepared its own for Staffs review.

4 Q~ WHAT CONCERNS DOES THE COMPANY HAVE WITH STAFF'S

5 PROPOSED PLANT RETIREMENTS?

6 A.

7

8

9

10

Staff proposes a greater amount of retirements for electric pumping equipment

(account 311), meters (account 334), transportation equipment (account 341), and

tools and work equipment (account 343) than the amount of new additions for

these accounts from the end of the last test year (December 31, 2000) to the end of

the current test year (March 31 , 2009).10 Respectfully, that's not possible.

11 Q. EXPLAIN THE COMPANY'S PLANT RETIREMENT

PROPOSAL.12

13 A.

14

*cu1'fent"1i€s§f"§?"e*é'1"E" .

PLEASE

As shown on Schedule B-2, page 3.5.1, the Company starts by computing the net

plant additions by plant account from the end of the last test year to the end of the

t ""1"Iie€6i1T§@fE§1t1en1ed̀ 11 ion -add' F .n-- -- .-- - i n ** @

16

17

18

amounts by account by the known costs related to new growth and the known costs

related to plant replacements. is applied to remainder

plant cost considered for reti rement to determine the "current" cost of

retirements.l2 The current cost is then reverse trended using the Handy-Whitmanl3

A factor or percentages

19

20

21

22

23
i

s
i

24

25

26II

9 Rebuttal Testimony of Greg Sorensen ("Sorensen Rb.") at 9.

10 Compare Staff Bella Vista Water Company Schedule CSB-7 with Company Rebuttal Schedule
B-2, page 3.5.1 (coliunn 3).

11 This factor is based on the depreciation rate (expected life) multiplied by 8 (approx. number of
years since last test year). The rationale for this factor is that plant is replaced at the rate of
depreciation.

12 "Current" cost is assumed to be the cost at the approximate mid-point between the end of last
test year and the end of the current test year or 2005.

13Handy- Whitman Index zfPublie Utility Construction Costs, Bulletin No. I 71, 1912 to January, I
2010. Whitman, Requardt & Associates, LLP.

1
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1

2

3

4

5

cost index and the consumer price index ("CPI") to alive at the historical

retirement cost. Finally, it is the specifically identified plant replacement costs and

the computed historical retirement costs that comprise the total retirement costs.

The retirements are then assumed to be made ratably over the period 2001 to 2008

for purposes of re-computing accumulated depreciation.

6 Q- HOW Is THE COMPANY'S PROPOSAL DIFFERENT THAN STAFF'S?

7

8

A.

9

10

First, Staffs method assumes that any plant added after 1998 is still in service.14

Plant added before 1998 that had an expected life of 10 years or less is assumed to

be retired as of the end of the test year as it is assumed to be no longer

operational. 15

11 Q~ WHAT'S WRONG WITH THIS ASSUMPTION?

A.12

13

14

-l6,__._1-5Q§

16

17

18

19

20

21

22

23

Again, unfortunately in this case this assumption results in more costs being retired

than have been added. But we must account for the fact that if water plant was

replaced, the cost would have been at least as great as the original cost. The

"*Hand§Wliunan'costiE"i€xesbearthis-out;~-~ ltd uciras~

communication equipment, where technological changes could have resulted lower

costs over time, the opposite could be true. But, for most of the plant categories

Staffproposes a retirement, it for water plant and every indicator points to greater

cost today.

Further, Ido not agreewith the assumption that all plant added prior to 1998

is retired. Some plant items will last longer than the expected useful life, some

plant items will last less than the expected useful life, and still others will last

exactly the expected useful life. The underlying assumption of the group method

24

25
14 Brown Dt. at 17.

15 Id.
16 Handy-Whitman cost index numbers are higher than 1998 in every subsequent year.26
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the Company and Staff employs for recording depreciation is that every plant item

within in a plant category or group will last, on average, the expected life of the

group. Since every plant item within the group is expected to have the life of the

group it is assumed to be fully depreciated at the time of retirement. This is why,

for example, when reflecting retirements we remove the original cost from both

PIS and A/D ¢

Q~ is THE GROUP DEPRECIATION METHOD AN ACCEPTED METHOD

IN REGULATORY UTILITY ACCOUNTING?

A. Yes, as I noted immediately above.l7 It is the commonly used for utilities and used

by Staff in rate cases.

Q~ THANK you. PLEASE CONTINUE WITH YOUR DISCUSSION OF HOW

STAFF'S METHOD Is DIFFERENT THAT THE COMPANY'S.

1

2

3

4

5

6

7

8

9

10

11

12
13 A.

14

15

Q~ WHAT ARE THE Two PARTIES' AMOUNT OF RETIREMENTS?

A.

Second, the amount of proposed retirements for the Company are less than the

plant additions for the period between the end of the last test year and the end of

the current test year whic EtfghT`6tthe discussion previously, is more intuitive in

relation to business conditions in the water utility industry. Third, the Company's

proposal includes retirements for structures and improvements (account 304),

services (account 333), hydrants (account (335), office furniture and fixtures

(account 340), computers and software (account 340.1), and miscellaneous

equipment (account 347), in recognition that some amounts from these accounts

may have needed retirement.

The Company's proposed retirements total $1,333,32818 whereas Staff proposes

retirements totaling $2,553,834.19

16

17

18

19

20

21

22

23

24

25

26 I
17 Deloitte & Touchy, et. al. Accounting for Public Utilities.Mathew-Bender & Co.. 1997.Sec. |
6.04.
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Q-

A.

Q.

A.

DOES RUCO PROPOSE SIMILAR RETIREMENTS?

No.

IS THERE ANY OTHER DISAGREEMENTS BETWEEN STAFF AND THE

COMPANY REGARDING PLANT-IN-SERVICE?

Yes. Staff proposes to remove $173,110 ($104,983 for Bella Vista, $23,454 for

Northern Sunrise, and $44,673 for Southern Sun Rise) for inadequately supported

plant costs.2° While the Company acknowledges that it could not locate all of the

underlying documentation for these costs, the Company has provided over $3.3

million of documentation for the over $3.5 million of Staff requested support and

believes that the preponderance of the evidence suggests the Company properly

recorded new assets.

WHY COULDN'T THE COMPANY PROVIDE THE DOCUMENTATION?

Frankly, the documentation goes as far back as 2002 and the records were in

storage. As sometimes happens, records are misplaced, mislabeled, and/or

destroyed. At this point, despite every possiH6?ff6i'cIM€Company cannot locate

the records. While the Company regrets this inability to support plant, it is hopeful

that Staff and the Commission acknowledge that the preponderance of the plant

support is adequate to allow this amount of plant in rate base.

1

2

3

4

5

6

7

8

9

10

11

12 Q.

13 A.

14

15

16

17

18

19

20

21

22

23

24

25

26

18 See Rebuttal Schedule B-2, page 3.5.

19See StaffBella Vista Water Company Schedule CSB-7.

20 Brown Dr. at 15.
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Q~

1

2

3

4

5

6

7

8

9

10

11

12

A.

Q-

3. AIAC and CIAC.

PLEASE DISCUSS THE COMPANY'S ADJUSTMENT TO ADVANCES-IN-

AID OF CONSTRUCTION AND CONTRIBUTIONS-IN-AID OF

CONSTRUCTION?

A.

Q- Is THE COMPANY PROPOSING ANY ADJUSTMENTS TO AIAC

AND/OR CIAC AS PART OF ITS RETIREMENT PROPOSAL OTHER

THAN FOR ACCUMULATED AMORTIZATION?

8
g

13

14

15--

16

17

18

19

20

21

22

23

24

25

26 A.

i

8

2. Accumulated Depreciation.

PLEASE CONTINUE WITH YOUR DISCUSSION OF THE B-2 RATE

BASE ADJUSTMENTS.

Rebuttal B-2 adjustment 2, as summarized on Rebuttal Schedule B-2, page 2,

consists of three (3) adjustments labeled as "A", "B", and "C" on Rebuttal

Schedule B-2, page 3.

Adjustment A increases A/D to reflect the actual cost of the retirement

related to post-test year plant. This adjustment matches the PIS adjustment

discussed earlier. Both Staff and RUCO propose similar adjustments.

Adjustment B reduces A/D to reflect the retirements of PIS.

Adjustment C reduces A/D to reflect the re-computed A/D based on the

Companfs .plant adjustments(AEUDCand McClain systems acquisition costs) as .

well as the retirements of PIS under the Company's proposed method discussed

above.

In rebuttal B-2 adjustment 3, as shown on Schedule B-2, page 2, the Company

proposes a decrease to accumulated amortization of CIAC of $494. The $494

adjustment is based on a re-computation of accumulated amortization which

reflects changes to PIS as discussed above.

No, the Company is not proposing any adjustments at this time.

10

4

|

!
x
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Q. DO ANY OF THE OTHER PARTIES PROPOSE CHANGES TO THE CIAC

AND AIAC BALANCES AT THIS STAGE OF THE PROCEEDING?

A. No.

Q-

4. ADITs

HAS THE COMPANY PROPOSED A REBUTTAL ADJUSTMENT TO

ACCUMULATED DEFERRED INCOME TAXES FOR THE WATER

DIVISION?

A. Yes. In rebuttal B-2 adjustment 4, as shown on Schedule B-2, page 2, the

Company's accumulated deferred income taxes ("ADITs"), is increased by

3745,335 from a net deferred tax asset of $173,329 to a net deferred tax liability of

$572,006. The details of the Company's rebuttal proposed DIT adjustment is

. on-SQhQ§1ul§-B;-_Z,..p.§g§_§...-_ .- -

1

2

3

4

5

6

7

8

9

10

11

12

13 Q.

14

WHAT CHANGES OR UPDATES HAVE YOU MADE TO THE

COMPANY'S ADIT COMPUTATION?

--r " A .

1 6

1 7

1 8

1 9

20

21

22

23

24

25

26

Tl iere41re411?ee-pdma13f -changeis/updates omputad8flEnJhe

direct filing, the ADIT computation rolled forward the tax basis of PIS using the

tax asset information from the 2007 tax returns and estimates of tax additions, tax

depreciation, and special ("bonus") depreciation through March 31, 2009. A roll-

forward approach from 2007 was done because the 2008 tax returns were not

finalized at the time the ADIT computation was prepared. The rebuttal ADIT

computation starts with the tax asset infonnation contained in the 2008 tax returns

that are now finalized.

To address concerns by Staff about book and tax values, I conducted a

review of the book and tax values from 1997 through the end of 2008 and prepared

These

differences were then accounted for in the Company's rebuttal ADIT computation.

a reconciliation to identify differences between book and tax values.
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1

2

Finally, the Company's rebuttal ADIT computation reflects the impact of Company

proposed rebuttal changes to PIS, accumulated depreciation, and AIAC and CIAC.

3

4

Q~ WERE THERE CHANGES IN THE TAX LAW WHICH IMPACTED THE

A.

COMPUTATION?

Yes. The bonus depreciation provisions were extended through January 1, 2010 by

the Economic Recovery Act of 2009 ("the Act").

depreciation provisions were available only through January l, 2009. So, the

ADIT computation includes an estimate of bonus depreciation for plant added from

January 2009 to March 2009.

Prior to the Act, the bonus

Q- PLEASE COMMENT ON STAFF'S RECOMMENDED ADIT?

A.

5

6

7

8

9

10

11

12

13

14
I

Q- ARE THE METHGDOLOGIES USED BY STAFF AND THE COMPANY

FOR COMPUTING ADIT SIMILAR? s

A.

Staff recommends an ADIT liability, a deduction to rate base of $3,516,874

.£$Z,797,775 for l3.ellQ.. X/iista.,._$.ZQ4,294fQr- Sunrise, -and $601,388 .for

Southern sum1se).2' But Staff's ADITs are overstated because Staff sets the tax

value of assets at zero." Staff may disagree with the Company on the tax value of

14s-ba£iE1;-mQei.4e44111144Q1..zeiQ»421.1ua.Q8.4aasi4¢,s3f1:1§°as°@.?35m¢a@¢e»a-r

that it did not have a chance to review the tax schedules from the Company and this

is the likely reason Staff set the tax value to zero." Staff has also indicated that

upon completion of its review Staff will provide revisions to its recommendation.24

Yes, in all material respects. First, both Staff and the Company use tax and book

information specific to Bella Vista, Northern Sunrise, and Southern Sunrise.

16

17

18

19

20

21

22

23

24

25

26

21 Brown Dt. at 26.

22 See Staff Bella Vista Water Company Schedule CSB-10, Staff Northern Sunrise Water
Company Schedule CSB-9, and Staff Southern Sunrise Water Company Schedule CSB-9.

23 Brown Dr. at26.

2414.

1

1
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Second, both consider the future tax value of book-tax asset timing differences.

Third, both Staff and the Company consider and reflect the future tax value of

AIAC.

Q. HAS THE COMPANY BEEN WORKING WITH STAFF TO HELP

RESOLVE ISSUES OVER ADIT? .

A. Yes. The Company has supplemented the information it had previously provided

to Staff. The supplemental information includes 2008 tax asset information which

serves as the basis for the Company's rebuttal ADIT roll-forward to March 2009.

The Company has also provided this information to RUCO, along with all of the

information it has provided Staff since its direct filing was made.

PLEASE COMMENT ON RUCO'S RECOMMENDED ADIT?

A.

Q- DOES RUCO'S METHOD COMPLY W ITH THE REQUIREMENTS OF

SFAS no. 109?

A.

RUCO is recommending an ADIT l iabi l i ty of $1,284,949.25 RUCO's

recommended ADIT is based on an allocation of the Algonquin Power Income

Fund's (now known as Algonquin Power & Utilities Corp. ("APUC")) deferred

incomelaxeSas_1;el3oNed3n_its 2DI)}`>*_EnnuaLre=pior5tT-The a.l l6citio1Lfa<itQ1;isj§s;e311

the total assets of the Company relative to the total assets of APUC in 2008.26

RUCO asserts that this complies with the Statement of Financial Accounting

Standards No. 109 .- Accounting for Income Taxes ("SFAS No. 109")."

No. I agree with RUCO that Section 40 of SFAS No. 109 provides that any

method adopted for allocating deferred income taxes must be systematic, rationale

1

2

3

4

5

6

7

8

9

10

11 Q.

12 I

13

14

15 -1

16

17

18

19

20

21

22

ZN

24

25

26

25 Direct Testimony of Timothy J. Coley ("Coley Dt.") at 25.

beId. at 24.
27Id.
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and consistent with the broad principles of SFAS No. 109.28 However, RUCO has

ignored Section 40(b) of SFAS No. 109, which states that methods that are not

consistent with SFAS No. 109 includes any method that allocates deferred income

taxes to a member of the group that is fundamentally different from the asset and

liability method described in the statement. RUCO's method is flawed because it

allocates deferred income taxes based on the 2008 total assets of BVWC relative to

APUC's total assets. This is fundamentally inconsistent with the asset and liability

method as prescribed by the statement. RUCO ignores the specific book-tax

timing differences for the Company which gives rise to the deferred tax assets and

deferred tax liabilities of the Company.

Q- WHY DO THE SPECIFIC BOOK-TAX TIMING DIFFERENCES OF

BVWC MATTER?

A. Because if they are ignored cross-subsidization will occur between the Company

and its parent - and ultimately rate payers. APUC's ADIT reflects book and tax

t in'iin@33.TfErenceS3:3E1iiTniin,erous,OIher-ATTKT_entiIies ach§ln_arg11laQl51;i1flEi5t

among other things, different tax depreciation rates and different tax provisions

related to plant investment. Some of those entities, for example, are energy related

with energy related plant investments and not water and/or wastewater plant

investments. Further, putting aside the differences in the magnitudes of plant

investment among the various APUC owned entities, some of those entities may

have newer plant than others. Still further, some of those entities are based in

Canada and are subject to Canadian tax laws while others are subject to U.S. tax

laws. Some of these entities have book and tax timing difference arising from

goodwill, acquisition premiums/discounts (or other intangibles) which are not

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26 pa Id. at 23 .- 24.
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related BVWC. Goodwill and acquisition premiums/discounts are almost never

allowed in rate base and there are certainly no assets of this nature in BVWC's rate

base. Together, these factors cause the differences in the resulting ADIT for each

entity to vary widely from one entity to another. In other words, the ADIT for any

single entity owned by APUC is not the result of any one single factor, which is

what RUCO's approach would suggest by its allocation method.

In summary, the deferred tax amount for a group that tiles a consolidated

income tax return must be the equal to sum of the individual companies' deferred

income taxes based on the asset and liability method prescribed by SFAS No. 109.

RUCO's method does not comply with SFAS 109 for the reasons discussed and

must be rejected.

Q- Is THE ADIT METHOD EMPLOYED BY THE COMPANY THE MOST

PRECISE METHOD?

1

2

3

4

5

6

7

8

9

10

11

12

13

14 A.

Q- DO YOU HAVE INDEPENDENT CONFIRMATION THAT THE

COMPANY'S METHOD OF COMPUTING ADIT Is THE MOST

PRECISE?

16

17

18

19

20

21

22

23

24

25

26

A.

Yes. This is because it uses the specific book and tax information of the Company.

- * - Q~ui .3a§¢;; ~ . ~_ ~- a ! r _  L * - . ~.~ _-v{¢3§_n~ .~  ~ . , , , w e , _ . 3 -

everything we need to calculate company-specific ADITs.

Yes. Attached as Exhibit TJB-RB1 is a letter from KPMG, LLP, an independent

public accounting firm, which confirms the Company's method of computing

ADIT is the most precise method.
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1 Q~ HAVE YOU SEEN RUCO'S ALLOCATION METHOD BEFORE?

2 A.

3

Twice. RUCO advanced an identical method in the most recently decided Black

Mountain Sewer Company rate case. The Commission rejected this method and

4 correctly concluded:

5

6

7
a net

8

Whether other utilities normally report net deferred tax
liabilities is not a controlling factor in determining whether
BMSC should have a net asset or liability in this case.
BMSC's ultimate parent, APIF, controls myriad companies
(see, e.g. Ex. S-13) and the fact that its Annual Report reflects

deferred tax liability is not necessarily indicative of
whether its individual subsidiaries have a net liability or asset
on their respective books.3°

9

10

11

12

In contrast, the method employed by BMSC in its rate case, the same as

employed by BVWC in this case, is consistent with SFAS No. 109 because it is

based on the amounts of assets and liabilities on the books of the Company that

13 result in the deferred taxes of the Company's parent.

14 Q WEREN'T YOU THE WITNESS FOR BMSC IN THAT CASE?

1é;,- . Q e 8 ,s ,.s 4 5 3 , E

16 same as the method used and approved in the BMSC. The same is true in the

17 second case I have seen RUCO try this, the pending RRUI rate case.

18 Q- DGES THE FACT THE COMMISSION FOUND AN ADIT OF $235,258 IN

BVWC'S LAST RATE CASE HAVE ANY BEARING ON THE AMOUNT19

20 OF ADIT IN THE INSTANT CASE?

21 A. No. Mr. Coley's mention of this is perplexing for several reasons. First, it is

22

23

unclear why Mr. Coley includes this testimony since he does not seem to make any

point from it. Second, the specific amount of ADIT (or whether the ADIT was a

24

25
29 Decision No.69164 (December 5, 2006) at 6.

MMMS
31 Coley Dr. at 9.26
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1

2

3

4

5

6

7

net asset or a net liability) in BVWC's last case does not speak to the amount of

ADIT in the instant ease. The two cases have completely different test years,

difference plant balances for both book and tax, and tax provisions afforded to

BVWC in the intervening years between the two cases were not the same, among

other things. ADIT is period-end specific just as are plant-in-service, accumulated

depreciation, AIAC and CIAC. Period-end specific balances are at a specific point

in time. The balance sheets shown on the Company E-1 and the rate base in the

8 instant case are based on the period-end concept.

9 Q- PLEASE RESPOND TO MR. COLEY'S TESTIMONY ON PAGE 22 THAT

10 THE INCLUSION OF AIAC As A COMPONENT IN THE COMPANY'S

11 ADIT COMPUTATION Is OBJECTIONABLE BECAUSE AIAC Is NON-

12 INVESTOR SUPPLIED FUNDS.

13 A.

14

Mr. Coley asserts that since the Company is allowed a return Q" AIAC through

depreciation, it should not be allowed to earn a return Q such non-investor
__ - _- ; ;_ . . . .  _  . . . .  _.. . . . . . . "32:; ....._ ; _._.. . . . . .  i 1 " ; ; . .

43413944c§2;iQ;;3é£uI3a; £ 4 n c Q m e 4 a x e

1 6

1 7

1 8

1 9

20

21

22

23

associated with AIAC are already reflected in rates." Shave three responses. First,

AIAC is a reduction to the net plant inveshnent in rate base so the Company does

not earn a return on AIAC. Second, depreciation is not a return on plant. The

primary purpose of the cash flows from depreciation related to AIAC is to provide

the cash necessary to pay refunds. A secondary purpose (if the depreciation rate

exceeds the refund rate) is to provide the cash for eventual plant replacement which

in some cases may occur before the end of the expected useful life of the plant.

Further, in general, by the time the line-extension agreement expires and the
!
i

24

25 32 14. at 23.

33 Id.26
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1

2

3

4

remaining AIAC balance reverts to c1Ac34 the Company will have only received a

small fraction of the cost of the plant through depreciation and only a fraction of

the AIAC plant will have been refunded. Third, and finally, the Company pays

higher income taxes than the income taxes reflected in rates. This is what creates

the deferred tax asset.5

6 Q.

7

PLEASE EXPLAIN WHY THE COMPANY PAYS HIGHER INCOME

TAXES THAN ARE REFLECTED IN RATES AS A RESULT OF AIAC.

A.8

9

10

As a result,

11

12

13

14

16

17

18

19

20

21 Consistent

22

23

24

Depreciation on AIAC funded PIS is recognized for book purposes (and rate

making purposes), but not recognized for tax purposes. for book

purposes (and ratemaking purposes), a lower taxable income is recognized in the

revenue requirement when rates are set than will actually be paid by the Company.

This is because the depreciation expense on the AIAC funded PIS is considered a

deduction in computing income taxes for book (and rate making) purposes. But,

because the Company cannot recognize a depreciation deduction for tax purposes,

1t;pa5's=3laglaei 3a1aeeaaaeEtaxes:as»3a4esiu\:l1.;A=boek.iaaaeaiamiiagedafefleren nsulesi iad

this results in a deferred tax asset. This book-tax timing difference will reverse

itself in the future as AIAC refunds are made and the Company receives a tax basis

and takes tax depreciation.

Discriminating between DIT liabilities and DIT assets for the inclusion or

the exclusion from the ratemaking process, simply because one may reduce rate

base while another may increase rate base, is inherently unfair.

treatment will ultimately be fair to both the utility and to its ratepayers. But, just as

important, recognizing portions of deferred income taxes while not recognizing

others, particularly with respect to capital investments, would violate the tax

25

26 34 Once the AIAC reverts to CIAC the depreciation recovery ends.
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1

2

3

4

normalization requirements of the Internal Revenue Code for ratemaking and

financial reporting. Failure to follow the normalization as prescribed by the Code

could result in the loss of eligibility to utilize the tax benefits associated with

accelerated depreciation and investment tax credits.

5 Q- WHAT Is TAX NORMALIZATION?

6 A.

7

8

9

10

11

Tax normalization refers to the accounting and regulatory process that recognizes

that there may be temporary tax timing differences in the amount of the tax paid in

early years that will reverse themselves in later years. Normalization is similar to

accrual accounting, which generally requires the effects on assets and liabilities to

be shown on the books in the time period in which they occur rather than when

cash is received or paid. Accordingly, the difference between the allowed income

taxes in rates and the actual income taxes paid is recognized in a company's

accounts as deferred taxes .

12

13

14 5. Remaining Rate Bases Issues.

16 THE PARTIES.

17 A.

18

19

20

21

22

23

24

The Company does not agree with Staffs proposal to include customer security

deposits of $206,120 as a reduction to rate base.35 The Company disagrees with

Staff for three reasons. First, customer security deposits are not capital provided

by non-investors. They represent security for payment of receivables from

customers and are used as a means of controlling bad debt expense. Ratepayers

benefit by lower bad debt expense. Second, if Staff truly considered the security

deposits as a source of capital then Staff should have included the annual interest

cost in operating expenses. Based on the amount Staff seeks to include in rate base

25

26 35 Brown Dt. at 23.
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1

2

3

4

5

6

the annual interest costs that should be reflected in operating expenses is $12,367

($206,l20 times 6%). Finally, security deposits are akin to prepaid expense which

is a component of working capital. The Company is not requesting working capital

in the instant case but the computed working capital allowance far exceeds the

amount of security deposits." If customer security deposits are included as a

reduction to rate base, they should be offset with the working capital allowance or

at the very least prepaid expense.7

8 I v .

9 Q-

INCCME STATEMENT

WOULD YOU PLEASE DISCUSS THE COMPANY'S PROPOSED

10

11

12

13

14

A.

ADJUSTMENTS TO REVENUES AND EXPENSES AND IDENTIFY ANY

ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF AND/OR RUCO?

The Company rebuttal adjustments are detailed on Rebuttal Schedule C-2, pages l-

8. The rebuttal income statement with adjustments is summarized on Rebuttal

Schedule C-1, page 1-2.

- »==e»-~,-M

16

17

18

19

20

21

22

23

24

is lower, primarily due to the impacts of the Company's proposed rebuttal

adjustments to PIS. The difference in depreciation expense compared to Staff is

due to a difference in the respective party's PIS balance and in the CIAC

amortization rate used to compute CIAC amortization. For the amortization rate,

both Staff and RUCO use a composite depreciation rate for all depreciable PIS

where as the Company uses a composite depreciation rate for all PIS. The

Company believes the composite rate should reflect all plant, not just depreciable

plant. Non-depreciable assets, such as land, can be funded with CIAC, and so land

costs should be included. Under the concept of using a composite rate for

25 36 Based on the formula method, working capital is over $332,500. See Rebuttal Schedule B-5.

37 Prepaid expense at the end of the test year was $23,268.26
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1

2 If fact, the accumulated amortization balance for which

3

4

5

amortization of CIAC, a key assumption is that CIAC is used to fund all plant, not

just depreciable plant.

Staff and the Company are in substantial agreement was based upon a composite

rate for all plant. Thus, Staff and RUCO's proposed CIAC amortization rate is

inconsistent with that used in the past and should be rejected.

PLEASE CONTINUE.6 Q-

7 A.

8

Rebuttal adjustment number 2 increases property tax expense and reflects the

rebuttal proposed revenues. Staff, RUCO, and the Company are in agreement on

the method utilized the ADOR formula9

10

11

the method of computing property taxes -

and inputs two years of adjusted revenues plus one year of proposed revenues. I

computed the property taxes based on the Company's proposed revenues, and then

used the property tax rate and assessment ratio that was used in the direct filing.

Rebuttal adjustment number 3 removes $6,564 of unnecessary cost meals,

Staff and RUCO

12

13

14

S6 Q-;nt~is-lQs8

entertainment, and contributions from miscellaneous expense.

. -proposesimila1=adjustanents-altho4gh-B 0§§Q3§=adj11§tx3ae 5Q@--~

16

17

18

19

20

21

22

Rebuttal adjustment 4 increases water testing expense to reflect the

annualized amount of water testing. The level of water testing expense expected to

be incurred on a going forward basis is address in the rebuttal testimony of Greg

S0t@nsen_38

Rebuttal adjustment 5 decreases transportation expense to reflect the

removal of transportation costs (Airlink). This is a courtesy adjustment to reduce

amounts in dispute.

23

24

25

26 38 Sorensen Rb. at 3.
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1 Q, DOES STAFF PROPOSE AN ADJUSTMENT To TRANSPORTATION

2

3 A.

4

EXPENSE?

Yes. Staff proposes to reduce transportation expense by $1 1,497.39 Staff bases its

adjustment on the average transportation expense for 2008 and 2009.40 Presumably

Staff does this to "normalize" transportation expense.5

6 Q- DO YOU AGREE WITH THE USE OF AVERAGES TO SET THE LEVEL

OF EXPENSES ON A GOING FORWARD BASIS?

A.

7

8

9

10

1 1

12

13

14

:-1¢5;

Q- HAS THE COMMISSION REJECTED STAFF'S NORMALIZATION

ADJUSTMENTS USING HISTORICAL AVERAGES IN THE PAST?

16

17

18

19

20

21

22 A.

No, generally disagree with use of averages as a method of normalizing expenses.

Surrounding facts and circumstances must justify their use because averaging does

not reflect a known and measurable change to the test year. It is, at best, a guess.

Averaging as a means of normalizing an expense is also subjective with respect to

which expenses are averaged and which years (historical or future) are included in

the average. Averaging with historical years is also backward looking. Finally, in

my experience, Staff uses averages to adjust expense downward far more

~~frequently<than~i:tuses averages toadjust-expenses-upwatd.1:=~~ 'if

In other words, there is too much subjectivity and therefore this is not proper

ratemaking. If we are going to use the historical test year, with all of its flaws, we

shouldn't just discard based on the presumption something is wrong with the test

year and in the absence of evidence that shows "extenuating" circumstances.

Yes. In the recent Chaparral City Water Company decision, the Commission

rejected Staffs normalization adjustment for repairs and maintenance expense and23

24

25

26

39 Brown Dr. at IG.

40 See StaffBella Vista Water Company Schedule CsB~l6.
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chemicals.41 In that case, Staff also justified the use of nonnalization because these

expenses fluctuated widely. The Commission rejected the argument because the

test year is presumed normal and Staff had failed to meet its burden of proof that its

proposed adjustments were necessary and warranted.

Q- WHAT REASONS DOES STAFF PROVIDE FOR AVERAGING THREE

HISTORICAL YEARS TO NORMALIZE TRANSPORTATION EXPENSE?

A, Staff does not provide testimony explaining why an historical average of

transportation expense is more appropriate than the test year level of expense.

Q- PLEASE CONTINUE.

A.

Q- DID T HE COMPANY REMOVE ANY COST S F ROM IT S CENT RAL

OFFICE ALLOCATION POOL?

A.

Rebuttal adjustment 6 reflects a decrease to the allocated affiliate central office

costs and reflects adjusted actual costs incurred by the central office for the test

year. The Company's adjustment is detailed on Rebuttal Schedule C-2, page 6. As

shown, the central office cost allocated to and included in BVWC outside service

expense is $125,830. This is approximately 3.5 percent of the total adjusted central

office costpool.

Yes. The Company removed $530,586 of costs from the allocation pool it

identified as being in dispute with Staff and/or RUCO. In order to reduce amounts

in dispute, it is making this courtesy adjustment.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

Hz

23

24

25

26

41 See Chaparral City Water Company,Decision No. 71308 (October 21, 2009) at 22 - 23 .
42Id.
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Q.

A.

Q-

A.

Q~

A.

Q-

A.

Q-

A.

WHAT Is STAFF'S RECOMMENDATION FOR ALLOCATED CENTRAL

OFFICE COSTS?

Staff is recommending an expense level of $9,396 (33,132 for Bella Vista, $3,132

for Northern Sunrise, and $3,132 for Southern Sunrise) based on an adjusted

central office allocation pool of $219,244 and an allocation factor of 1.43 percent.

WHAT Is RUCO'S RECOMMENDATION FOR ALLOCATED CENTRAL

OFFICE COSTS?

RUCO is recommending an expense level of $0 as RUCO recommends removal of

all $144,809 allocated to BVWC in the test year.44

Do YOU HAVE ANY ADDITIONAL COMMENTS REGARDING STAFF'S

OR RUCO'S TESTIMONY ON CENTRAL OFFICE COSTS?

No, this issue is addressed in great detail in the rebuttal testimony of Peter Eichler.

PLEASE CONTINUE.

Rebuttal adjustment 7 synchronizes interest expense with the Company's rebuttal

proposed rate base.

Rebuttal adjustment 8 reflects income taxes at Company's proposed rates.

1. Remaining Revenue and Expense Issues.

WHAT LEVEL OF RATE CASE EXPENSE Is BVWC ESTIMATING AT

THIS STAGE OF THE PROCEEDING?

Same as in direct because not enough has happened to alter our original estimate.

The Company is proposing rate case expense of $450,000 amortized over 3 years

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

43 Brown Dt. at 34 -- 35, Staff Bella Vista Water Company Schedule CSB-13; Staff Norther
Sunrise Water Company Schedule CSB-12, Staff Southern Sunrise Water Company Schedule
CSB-12.

44 Coley Dt. at 31.
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for an annual expense of $150,000. But this is still an estimate, which the

Company will true-up at a later date when more of the costs are known, as needed.

Q- WHAT LEVEL OF RATE CASE EXPENSE ARE THE OTHER PARTIES

RECOMMENDING AT THIS STAGE OF THE PROCEEDING?

A. RUCO's proposes rate case expense of $200,000 "normalized" over 3 years or

$66,667 annua1ly.45 RUCO's estimate is based upon RUCO's analysis of rate case

expense incurred through February 2010 and an analysis of  the recent Black

Mountain Sewer Company (BMSC) rate case.46 Staff recommends rate case

expense of 8151,53047 amortized over 3 years or $50,51048 annua11y.49

RUCO'S RATE CASEQ- PLEASE COMMENT ON

RECOMMENDATION?

EXPENSE

I have two comments. First, RUCO appears to base its recommendation, in part,

on the fact that through February 2010, the Company has only incurred about

$59,000 of rate case expense." I believe it is entirely premature to make any

meaningful determinations about the ultimate level of rate case expense that will be

incurred in the instant case. This is obviously true, given that at the time of Mr.

Coley's testimony the Company had yet to incur the costs for the preparation if its

rebuttal testimonies, rejoinder testimonies, hearing preparation, hearings,

transcripts, post hearing briefs, and final decision.

Second, RUCO appears to view the BMSC rate case in terms of the

resources required and costs incurred as similar or the same as the instant case

1

2

3

4

5

6

7

8

9

10

11

12 A.

13

14

15

16

17

18

19

to

21

22

23

24

25

26

45 Moore Dr. at 14.

46 rd. at 13.
47 $84,183 for Bella Vista, $25,255 for Northern Sunrise, and $42,092 for Southern Sunrise.

48 $28,061 for Bella Vista, $8,418 for Northern Sunrise, and $14,031 for Southern Sunrise.

49 Brown Dr. at 43 .

50Id.
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when the two rate cases are much different. The BMSC rate case involved just one

entity, this one involves three plus the issue of consolidation. In addition, the

Company did not prepare a cost of service and testimony in support of the rate

design in the BMSC rate case. In the instant case there are 3 entities each requiring

the preparation of separate sets of schedules and testimony, not to mention

consolidation.

Q- WHY SHOULD THE COST OF CONSOLIDATING BE INCLUDED IN

A.

Q.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

A.

RATE CASE EXPENSE?

Because it is in the public interest if the Commission approves it. Of course, as is

almost always the case, the Company will incur more in rate case expense than it is

allowed to recover through rates. In addition, the Company loses the time value of

money because the costs are paid now but are hopefully recovered over the future.

PLEASE COMMENT ON STAFF'S RATE CASE EXPENSE

RECOMMENDATION?

Staff recommends total rate case expense of $151,530 "normalized" over 3 years .

for an annual amount of $50,510.51 This is said to be based on an analysis of other

utilities' rate case expense." Putting aside the fact that Staffs analysis contains an

error53, Staff analysis is based on a per company/system basis when many of the

costs for rate case expense will be incurred regardless of the number of systems

involved in the rate case. For example, the amount of costs incurred for hearing

and briefing is not directly proportional to the number of systems. Much of the

cost for testimony preparation and even the preparation of schedules are notZN

23

24

25

26 |

51 Brown Dt. at 40 - 44.

5z Id. at 43, Staff Bella Vista Water Company Schedule CSB-17.

53 Staff incorrectly uses $133,376 (an annual amount) as Global Water Company's total rate case
expense when the total rate case expense was actually $400,000.
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directly proportional either. In other words, for each additional system involved

cost only fractionally increase over the cost. For example, if a rate case involving

one system costs $200,000 and a second system is added, the cost may only

increase by $100,000 or half the cost of a one system rate case. Arguably costs are

higher if there are more systems involved, but other factors can also increase costs

such as the number and nature of the issues involved. Staffs analysis simply does

Q-

not account for anything but number of systems.

CAN YOU COMMENT ON STAFF'S DISCUSSION OF

RESOURCES"?

"IN-HOUSE

A.

Q- WHY Is THAT MR. BOURASSA?

A.

Q- PLEASE EXPLAIN THE DIFFERENCE WITH RESPECT To

NORMALIZATION AND AMORTIZATION OF RATE CASE EXPENSE?

A.

Staffs recommendation is premised, in part, on the assertion that few of the

Company's internal resources were used being used.54 First, we do not know why

Staff came to this conclusion because it is not explained. Second, it isn't true.

Data requests have been largely been processed in house and two of the witnesses

are Liberty employees it is also difficult to make the kinds of in-house versus non-

in-house comparisons.

Because Staff fails to acknowledge that the costs for regulatory personnel and

support staff as well as other resources are contained in other expenses such as

salaries and wages, office expense, etc. Thus, the rate case expense of a utility that

uses in-house staff to a larger degree than others are not directly comparable.

and amortization, which the Company recommends, may not seem important but it

The distinction between normalization, which both RUCO and Staff recommend,

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26 54 Brown Dt. at 41:12-14.
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has significant implications. Under normalization, if the Company filed another

rate case within 3 years and the Company had not recovered the entire $450,000 of

rate case expense, it is lost forever. Under amortization, the Company would be

able to seek recovery of any unamortized portion in the new rate case. The

amortization approach was used by Staff and adopted by this Commission for

many years and it has only been the last few years where Staff has proposed the

normalization approach.

Q, WHAT IF THE COMPANY DID NOT FILE FOR MORE THAN 3 YEARS?

COULDN'T THE COMPANY OVER RECOVER RATE CASE EXPENSE?

A. Yes. This could potentially occur. However, there is a simple solution to both the

potential over or under recovery orate case expense and that is to allow recovery

of rate case expense via a surcharge which would cease upon full recovery of rate

case expense.

Q. ARE THERE ANY OTHER DISAGREEMENTS W ITH STAFF AND/OR

A. Yes. Staff rejects the known and measurable cost increases totaling $36,03855 that

are allocated from Liberty Water to BVWC.56 Staff does not dispute the

supporting documentation showing the costs increased rather Staff simply states

that the increases are not justified or market based.57 The Company disagrees with

Staffs unsupported assertion that the increased costs are not justified. Mr. Eichler

provides a response in his testimony.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

,15,

16

17

18

19

20

21

22

23

24

25

26

55 $29,388 for Bella Vista, $2,313 for Noxthem Sunrise, and $4,337 for Southern Sunrise.

56 Broom Dr. at 39.

57Id.
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Q- THE

A.

D()ESN'T STAFF ALSO ADJUST COMPANY'S OUTSIDE

SERVICES EXPENSE BASED ON AN AVERAGE OF 2008 AND 2009?

Yes.58 Staff states that it averaged outside services expense (Liberty Water

allocated costs) for 2008 and 2009 in order to mitigate the effect of not using

competitive bids." The Company understands Staffs concern. However, the

Company does not believe that a "competitive bid" standard is the measure by

which these costs are determined to be reasonable in the instant case. The

allocation from Liberty Water is at cost and those costs are of the nature the

Company would have incurred if it were to have hired its own employees to do the

work. Arguably, there are cost savings from the use of a shared services model and

Staff does not appear to take issue with the allocation method used. So, the

Company believes the standard should be whether the Liberty Water unreasonably

compensates its employees and/or the allocation method unreasonably allocates

costs to BVWC. The Company believes that it has met its burden. Never-the-less,

the Company has been worldng with Staff, and will continue to do so, to address

Staffs concerns and assist Staff is evaluating the Liberty Water costs.

v.

Q-

RATE DESIGN

WHAT ARE THE COMPANY'S REBUTTAL PROPOSED RATES?

A. BVWC's proposed rates are:

MONTHLY SERVICE CHARGES

5/8" x 3/4" meters

3/4" Meters

1" Meters

1 1/2" Meters

8517.00

$25.50

$38.25

$76.50

1

2

3

4

5

6

7

8

9

10

11

12

13

14
. ...15

16

17

18

19

20

21

22

23

24

25

26

58Brown Dr. at 38.
59Id.
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2" Meters

3" Meters

4" Meters

6" Meters

8" Meters

$95.20

$190.40

$318.75

$850.00

$1360.00

COMMODITY RATES

Residential 5/8" X %" Meters

Residential %" Meters

Commercial 5/8" X %" Meters

Commercial %" Meters

1" Meters

1 %" Meters

2" Meters

3" Meters

$1.83

$2.43

$2.98

$1.83

$2.43

$2.93

$2.13

$2.93

$2.13

$2.93

$2.13

$2.93

$2.13

$2.93

$2.13

$2.93

$2.13

$2.13

$2.93

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26 4" Meters

1 to 4,000 gals

4,001 to 10,000 gals

Over 10,000 gals

l to 4000 gals

4,001 to 10,000 gals

Over 10,000 gals

l to 4,000 gals

Over 4,000 gals

l to 4,000 gals

Over 4,000 gals

l to 10,000 gals

Over 10,000 gals

l to 25,000

Over 25,000

l to 50,000

Over 50,000

l to 80,000

Over 80,000

l to 175,000
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ill\ all

6" Meters

8" Meters

Over 175,000

1 to 450,000

Over 450,000

1 to 720,000

Over 720,000

$2.13

$2.93

$2.13

$2.93

$2.13

Hydrant Meters All gallons $2.98

Fire Sprinkler Service - 2% of monthly minimum, but no less than S l5.00

Q. WHAT WILL BE THE MONTHLY INCREASES BY CUSTOMER CLASS

AT THE AVERAGE USAGE UNDER THE NEW RATES?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. The monthly bills under new rate by customer class and meter size are shown on

Rebuttal Schedule H-2, page l. As shown, the Bella Vista 5/8x3/4 inch residential

customer's new monthly bill at an average monthly usage of7,377 gallons will be

$30.67. The current monthly bill is $22.90. So, the average Bella Vista 5/8x3/4

inch residential customer will see an increase on$7.77 or 33.95 percent.

As also shown, the Northern Sunrise 5/8x3/4 inch residential customer new

monthly bill at an average monthly usage of 5,755 gallons will be $28.59. The

current monthly bill is $43.08. So, the average Northern Sunrise 5/8x3/4 inch

residential customer will see a decrease of $14.49 or (33.64) percent.

Finally, the Southern Sunrise 5/8x3/4 inch residential customer's new

monthly bill at an average monthly usage of 5,581 gallons will be $28.16. The

current monthly bill is $42.60. So, the average Southern 5/8x3/4 inch residential

customer will see a decrease of $14.43 or (33.88) percent.

Notably, it bears mentioning again that these rates are all based on the full

consolidation of the three utilities as proposed.
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Q.

A.

HAVE YOU MADE ANY REVISIONS TO THE COMPANY'S BASIC

RATE DESIGN?

Yes. I have modified the rate design so that there are no cross-over points in the

bill amounts between customer classes. In other words, customers on small meters

do not pay more than larger metered customers at all levels of usage regardless of

customer type (residential or commercial). Previously, this was not the case if the

customer has high levels of water usage. The rate design used in the Company's

initial filing helped to minimize the differences on the cost of service between

commercial and residential customers. While the Company's initial rate design

had merit from a cost of service stand point, it might be viewed as providing an

opportunity for smaller metered customers who use very high amounts of water to

potentially switch to a larger meter and pay less. Now, the Company's rebuttal rate

design comes at a cost in the sense that smaller residential customers as a class pay

less of their cost of service and larger metered customers pay more.

Q. WHAT IN PARTICULAR HAVE YOU CHANGED?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. I modified the scal ing of the monthly minimums as wel l  as modified the

commodity rates. Typically, monthly minimums are scaled on the flows of a

5/8x3/4 inch meter. This results in monthly minimums that increase as the meter

size increases. The monthly minimums continue to increase as the size of the

meter increases but, for some meter sizes, the monthly minimums are less than the

indicated monthly minimum using factors strictly based on relative flows of a 5/8

inch meter. The following sets forth the relative flows of meter sizes compared to

a 5/8 inch meter and the adjusted factors I employed in my rate design.
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Meter Size Meter Flow
Ratios

Factor
Used

5/8 Inch

3/4 Inch

1 Inch

1 1/2 Inch

2 Inch

3 Inch

4 Inch

6 Inch

8 Inch

1.00

1.50

2.50

5.00

8.00

16.00

25.00

50.00

80.00

1.00

1.50

2.25

4.50

5.60

1 1.20

18.75

50.00

80.00

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

The proposed monthly minimum for the 5/8 inch meter size is based on the current

monthly minimum for the Bel la Vista customers is increased by $2 or

approximately 13.33 percent. (or a bit less than one-third of the over-all requested

revenue increase as a percent).

With respect to the commodity rates, the first tier commodity rate for the

small commercial and 1 inch and larger customers is now higher than the first tier

commodity rate of the first tier rate of the 5/8x3/4 inch residential customers. In

the initial rate design it was less. The second tier commodity rate of the small

commercial and 1 inch and larger customers is now much closer to, but still lower

than, the third tier commodity rate of the 5/8x3/4 inch residential customer (less by

about 5 cents). In the initial rate design, the second tier commodity rate of the

small commercial and l inch and larger customers was lower by over S l .
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Q-

A.

HAVE YOU UPDATED YOUR COST OF SERVICE STUDY USING THE

COMPANY PROPOSED RATES?

Yes. As shown on Rebuttal Schedule G-0, the returns at the rebuttal proposed rates

continue to vary substantially between the various meter sizes. While all the

returns are positive, the 5/8x3/4 inch and % inch residential customer classes

provide returns below the 9.85 percent requested in the instant case at 5.51 percent

and 4.52 percent, respectively. The larger sized meters, such as the l inch

commercial, 2 inch commercial, 3 inch commercial are providing much higher

returns at 13.00 percent, 22.95 percent, and 23.08 percent, respectively. This

indicates that the larger meter customer classes continue to subsidize the 5/8 inch

and % inch customer classes under the rebuttal proposed rates. However,

consistent with the concept of gradualism, there is improvement in eliminating

existing subsidization under the Company's proposed rates.

Q- HAVE YOU PREPARED AN ANALYSIS OF  REVENUE RECOVERY

FROM THE MONTHLY MINIMUMS AND THE COMMODITY RATES?

A. Yes. As shown on Exhibit TJB-RB2 (page 2), under the rebuttal proposed rates,

approximately 47.26 percent of the proposed revenues are recovered from the

monthly minimums. As shown on Exhibit TJB-RB2 (page 1), about 52.44

percent of the proposed revenues are recovered from the monthly minimums and

the first tier commodity rates.

Q~ DOES THE COMPANY PROPOSED RATE DESIGN CONTINUE To

PROMOTE CONSERVATION?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A. Yes, this rate design continues to promote conservation, however, it balances the

promotion of conservation with both revenue stability and fairness by also

considering cost of service principles.
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Q- PLEASE COMMENT ON THE PROPOSED RATE DESIGN OF STAFF.

A. Like the Company, Staff is proposing an inverted 3 tier rate design for the small

residential customers and an inverted 2 tier rate design for small commercial and

larger meter sizes (all classes). 60 Staff' s break-over points increase with meter

size, but Staff's are different than the Company's for some meter sizes. The first

tier commodity rate for the small commercial and the 1 inch and larger metered

customers is the same as the second tier of the 5/8 inch metered residential

customers. The second tier of the small commercial and larger metered customers

is the same as the third tier of the 5/8 inch metered residential customers. Staff

also proposes that the fire line charges be equivalent to 2% of the average monthly

bill for that meter size, but not less than $10 per month.

Q- WHAT CONCERNS DO YOU HAVE WITH STAFF'S PROPOSED RATE

i

A.

Q-

A.

DESIGN?

Staffs rate design can be characterized as having relatively low monthly

minimums, low first tier commodity rates for small residential customers, and high

commodity rates for small commercial and larger metered customers. This is all to

the benefit of small residential customers at the cost of other customer classes.

Staff's proposed rate design shifts revenue recovery away from the 5/8x3/4 inch

residential class to the small commercial and larger metered customer classes.

CAN YOU SHOW THIS?

Yes. As shown on Exhibit TJB-RB3 (page 2), the percent of total revenues from

the 5/8x3/4 inch residential customer (Bella Vista) decreases from 53.23 percent to

48.16 percent. By comparison, the commercial customers as a group contribute

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26 60 Brown Dr. at 17 - 25.
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Q.

A.

29.94 percent of revenues under present rates whereas this group contributes 43.41

percent of revenues under Staff proposed rates.

PLEASE CONTINUE.

The 5/8x3/4 inch residential customers comprise the largest group of customers at

nearly 77 percent of the total customers yet this group contributes far less of a

proportion of revenues compared to present rates .

Q, so WHAT'S WRONG WITH THAT, MR. BOURASSA?

A. It's revenue shifting. Staff is discounting water service and generating a subsidy

(i.e., selling water below cost in the first rate block) for the 5/8x3/4 inch metered

customers. As a result, customers that use large amounts of water for various

residential and non-residential purposes will be required to pay more than the cost

of service in order to subsidize the low use residential customers.

Q, HAVE YOU PREPARED A SCHEDULE TO FURTHER ILLUSTRATE

A.

THIS?

Yes, as shown on Exhibit TJB-RB4 (page 1), which is similar to the H-2 schedule

contained in the Company's rebuttal filing. The H-2 shows the average bill at

present and proposed rates. Staff is recommending a revenue decrease of 0.18

percent. But, as shown on the schedule, Staff is decreasing the Bella Vista 5/8x3/4

inch residential customer rates by over 16 percent.

Q, HOW DOES STAFF'S PROPOSED RATE STACK UP AGAINST THE

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17
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19

20

21

22

23

24

25

26

A.

COST GF SERVICE?

As shown on Exhibit TJB-RB5 (page 1), which is similar to Rebuttal Schedule G-

0, the Staff proposed rates result in negative returns for the 5/8x3/4 inch and % inch

residential customers at negative 2.53 percent and negative 3.30 percent,

respectively. As a class, the residential customers provide an over-all negative

2.98 percent return.
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Q~

A.

Q-

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

WHAT PERCENT OF REVENUES ARE BEING RECOVERED FROM

THE MONTHLY MINIMUMS UNDER STAFF'S PROPOSED RATES?

39 percent as shown on Exhibit TJB-RB2 (page 3). Compare this to the 47.26

percent under the Company's proposed rate design (Exhibit TJB-RB2 (page 2)). I

also looked at the percentage of revenues recovered from the monthly minimums

and the ISI tier commodity rates. Under the Company proposed rate design the

percent is 52.44 percent (Exhibit TJB-RB2 (page 2.)) whereas staff is only 43.67

percent (Exhibit TJB-RB2 (page 3)). Because Staff is shifting revenues away

from the monthly minimums to the commodity rates to a far greater extent than the

Company, Staff rate design substantially increases revenue instability and the risk

that the Company will not recover its revenue requirement if conservation occurs.

PLEASE COMMENT ON RUCO'S RATE DESIGN?

But haven't you stated in the past that the percentage of recovery from the monthly

minimums is typically between 30 and 40 percent. That's generally how I believe

Staff views revenue recovery from the monthly minimums. I will let Staff speak

for itself. My view is that it is better from a revenue stability perspective to

recover at least 40 to 50 percent. Putting that aside, even if in one's opinion it

should be between 30 and 40 percent, the drastic change Staff proposes in the

instant case violates the principle of gradualism. Staff is reducing the percentage

of recovery from the monthly minimums by over 14 percent whereas the Company

is reducing the percentage of recovery by about 6 percent. In other words, Staff is

shifting 8 percent more of Staff" s revenue requirement to the commodity rates than

would be shifted if Staff attained the same 47.26 percent as the Company rate

design achieves. The difference in the percentage in dollar terms this is very I

signitieant as approximately $343,000 more dollars are shifted to the commodity I

rates under Staffs rate design and revenue requirement.
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What is more striking is that the percentage of recovery from the monthly

minimums and the IS[ tier commodity rates under Staff rate design is only 43.67

percent (Exhibit TJB-RB2 (page Z)). Less than half of the Company's revenue

requirement is recovered from the monthly minimums and the 1st tier commodity

rates leaving over 56 percent of revenues to be recovery from the higher tier

commodity rates. If conservation occurs, the Company's risk of not recovering its

full revenue requirement increases drastically under staffs rate design.

Q- PLEASE COMMENT ON RUCO'S RATE DESIGN.

A. RUCO's rate design is similar to the Company's initial rate design, therefore, it

suffers from the same of cross-over of bill amounts I discussed earlier. Other than

the problem with the cross-over bill amounts, the RUCO rate design compares

favorably with the Company's with respect to revenue recovery from the monthly

minimums and cost of service coverage.

Q- HAVE YOU PREPARED EXHIBITS ON RUCO'S RATE DESIGN

SIMILAR TO THE EXHIBITS YOU PREPARED FOR STAFF'S RATE

A.

DESIGN?

Yes. Similar schedules discussed above for Staff are also included in exhibits TIB-

RB2 and TJB-RB3, TJB-RB4, and TIB-RB5.

Q.

1. Miscellaneous Charges

is THERE ANY DISAGREEMENT BETWEEN THE COMPANY AND

STAFF ON THE COMPANY'S PROPOSED METER AND SERVICE LINE

INSTALLATION CHARGES?

1

2

3

4

5
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26

A. No. The Company has adopted the Staff recommended meter and service line

installation charges.
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Q- Is THERE ANY DISAGREEMENT BETWEEN THE COMPANY AND

STAFF ON THE COMPANY'S PROPOSED MISCELLANEOUS

CHARGES?

A. No.

Q, DO YOU HAVE ANY RESPONSE To STAFF'S RECOMMENDATIONS

CONCERNING THE COMPANY PROPOSED HOOK-UP FEE?

A. No, the response to Staffs testimony can be found in the rebuttal testimony of

Greg Sorensen.61

Q. DO YOU HAVE ANY RESPONSE To STAFF'S AND/OR

RECOMMENDATIONS CONCERNING THE COMPANY PROPOSED

LOW INCOME TARIFF?

A. No, the Company will accept Staffs recommended changes and work with Staff to

prepare a new font of the tariff before the final stages of testimony are filed.

Q, DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

A. Yes.

1
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26 61 Sorensen Rb. at 6 -. 8.
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KPMG LLP Telephone (416) 228-7000
Fax (416) 228-7123
www,kpmg.ca

4100 Yonge Street
Suite 200
North York ON
M2P 2H3

To Luisa Reid - Algonquin Power Fund (America) Inc.
Peter Eichler - Liberty Water Canada

Date April 14, 2010

From Costa Levantian - KPMG LLP Ref BVWC - 2008

Subject Bella Vista Water Company - EIN:86-0457029

This memo is issued to confirm that the Bella Vista Water Company's (BVWC) taxable income,
assets and liabilities have been included in the consolidated return of Algonquin Power Fund
(America) Inc. (APFA) and Subsidiaries (EIN: 98-0181512)ifor the past years in which BVWC was
a subsidiary of APFA.

In addition, the total tax depreciation for the 2008 tax year was $778,798, of which $699,985 was
accounted for in the Cost of Goods Sold and $78,813 as a general depreciation accounted for on
page one of the 1120 federal return.

hope that the above satisfies the inquiries you have had about BVWC.

Please do not hesitate to contact me if you need further information.

4 a n

Costa Levantian, CPA, CMA, MBA - Tel: 416-228-7251

Senior Manager - KPMG LLP

KPMG LLP is a Canadian limited liability partnership and a member firm of the KPMG network of independent member firms
affiliated with KPMG lntemationai, a Swiss cooperative.
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Bella Vista Water Company (Consolidated)
Revenue Breakdown Summary

Present Rates

Attachment
Page 1

5/8X3/4 Inch
5/8X3/4 Inch
5/8x3/4 Inch
3/4 Inch
3/4 Inch
1 Inch
2 Inch

Residential
Residential
Residential
Residential
Residential
Residential
Residential

Bella Vista
Northern Sunrise
Southern Sunrise
Bella Vista
Northern Sunrise
Bella Vista
Bella Vista

$
$
$
$
$
$
$
$

Current
Monthly

Mims
1,332,900

127,596
294,624

8,989
558

2,698
507

1,767,872
63.60°/o
63.60%

Commodity
First Tier

$ 117,412
$ 10,155
$ 27,442
$ 595
$ 3
$ 84
$ 7
$ 155,698

5.60%
69.21 %

Co
Se
$
$
$
$
$
$
$
$

mmodity
cord Tier

558,072
17,388
39,620
1,517

355
1,030

57
618,039
22.24%
91 .44%

Commodity
Third Tier

$ 138,609
$ 31,907
$ 64.802
$ _
$ 428
$ 2,009
$ 153
$ 237,909

8.56%
100.00%

$
$
$
$
$
$
$
$

Total
2, 146,992

187,046
426,488
11,100
1,344
5,821

725
2,779,517

100.00%Percent of Revenues
Cummulative Percentage

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

Bella Vista
Bella Vista
Bella Vista
Southern Sunrise
Bella Vista
Bella Vista
Southern Sunrise
Bella Vista
Bella Vista
Bella Vista
Bella Vista

5/8 Inch
3/4 Inch
1 Inch
1 Inch
1.5 Inch
2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

$
$
$
$
$
$
$
$
$
$
$

68,580
1,634

46,871
1,860

35,190
138,381

2,976
38,033
6,228

1 1,400
15,540

$
$
$
$
$
$
$
$
$
$
$

4,543 $
113 $

1.199 $
57 $

482 $
1,961 $

7 $
30 $

(34) $
$
$11

23,125 $
299  $

15,423 $
204  $

6,853 $
15,281 $

s
2,366 $
(8,241) $

105 $
27 $

26,628 $
1,369 $

27,163 $
- $

75,854 $
499,575 $

1,439 $
93,373 $
48,706 $

725  $
- $

122,876
3,415

90,656
2,121

118,379
655,198

4,422
133,801
46,658
12,229
15,578

$ 366,693
30.42%
30.42%

$ 8.367
0.69%

31.12%

$ 55,442
4.60%

35.72%

$ 774,831

64.28%
100.00%

$ 1,205,333
100.00%Percent of Revenues

Cummulative Percentage

4 Inch
6 Inch
8 Inch

Fire Sprinkler Bella Vista
Fire Sprinkler Bella Vista
Fire Sprinkler Bella Vista

$
$
$

5,940
2,394

155

$
$
$

$
$
$

$
$
$

5,940
2,394

155

$ 8,489 .$

100.00%
100.00%

$ $ $ 8,489

100.00%Percent of Revenues
Cummulative Percentage

0.00%
100.00%

0.00%
100.00%

0.00%
100.00%

3 Inch Hydrant Bella Vista $ 20,479 $ 25 $ 9,178 $ 29,683
r

Grand Total
Percent of Total Revenues
Cum mulative Percentage

$ 2,163,533
53.78%
53.78%

$ 164_091

4.08%
57.86%

$ 682,659. $
16.97%
74.83%

1,012,740

25.17%
100.00%

$ 4,023,022
100.00%



Bella Vista Water Company (Consolidated)
Revenue Breakdown Summary

Company Proposed Rates

Attachment
Page 2

$
$
$
$

Commodity
Third Tier

$ 698,581
26,853
54,129

581
584

5/8x3/4 Inch
5/8x3/4 Inch
5/8x3/4 Inch
3/4 Inch
3/4 Inch
1 Inch
2 Inch

Residential
Residential
Residential
Residential
Residential
Residential
Residential

Bella Vista
Northern Sunrise
Southern Sunrise
Bella Vista
Northern Sunrise
Bella Vista
Bella Vista

$
$
$
$
$
$
$
$

Commodity
Second Tier
$ 479,714
$ 19,550
$ 46,039
$ 2,315
$ 55
$ 3,872
$
$

Current
Monthly

Mims
1,510,620

69,972
161 ,568

10,098
306

3,672
1,142

1,757,378

53.97%
53.97%

Commodity
First Tier

$ 142,116
$ 6,212
$ 16,767
$ 763
$ 3
$ 583
$ 274
$ 166,716

5.12%
59.09%

551.545
16.94%
76.02%

$ 780,727

23.98%
100.00%

$
$
$
$
$
$
$
$

Total
2,831,031

122,587
278,502

13,757
947

8,126
1,416

3,256,357

100.00%Percent of Revenues
Cummulative Percentage

81,889
2,490

54,803

112,218
671,31 1

508
125246
61,963

5/8 Inch
3/4 Inch
1 Inch
1 Inch
1.5 Inch
2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

Bella Vista
Beila Vista
Bella Vista
Southern Sunrise
Bella Vista
Bella Vista
Southern Sunrise
Bella Vista
Bella Vista
Bella Vista
Bella Vista

$
$
$
$
$
$
$
$
$
$
$

77,724
1,836

63,801
918

78,030
310,733

1,142
59,405
11 ,475
10,200
16,320

$
$
$
$
$
$
$
$
$
$
$

7,442 $
160  $

7,462 $
254 $

8,920 $
68,484 $

487  $
9,322 $

(1,592) $
997  $
6 5  $

$
$
$
$
$
$
$
$
$
$
$

167,055
4,486

126,066
1,172

199,169
1,050,528

2,137
193,973
71,845
11,197
16,385

$ 631,584
34.25%
34.25%

$ 101,999
5.53%

39.78%

$ 1,110,428
60.22%

100.00%

s $ 1,844,01 1

100.00%Percent of Revenues
Cummulative Percentage

0.00%
100.00%

14 Inch
6 Inch
8 Inch

Fire Sprinkler Bella Vista
Fire Sprinkler Bella Vista
Fire Sprinkler Bella Vista

$
$
$

17,820
4.284

326

$
$
$

$
$
$

$
$
$

17,821
4.284

326

S 22,430

100.00%
100,00%

$ 1

0.00%
100.00%

$ $ $ 22,431

100.00%Percent of Revenues
Cummulative Percentage

. 0.00%
100.00%

0.00%
100.00%

3 Inch Hydrant Bella Vista $ 31,987 $ (735)  $ 15,917 $ 47,169

Grand Total
Percent of Total Revenues
Cummulative Percentage

$ 2,443,380
47,26%
47.26%

$ 267,981

5. 18%
52.44%

$ 1,677,889

32.45%
84.90%

$ 780,727

15.10%
100.00%

$ 5, 169,978

100.00%



Bella Vista Water Company (Consolidated) - Staff Rates
Revenue Breakdown Summary

Staff Proposed Rates

Attachment
Page 3

$
$
$
$

Commodity
Third Tier

$ 629,619
23,852
48,819

465
565

5/8x3/4 Inch
5/8x3/4 Inch
5/8x3/4 Inch
3/4 Inch
3/4 Inch
1 Inch
2 Inch

Residential
Residential
Residential
Residential
Residential
Residential
Residential

Bella Vista
Northern Sunrise
Southern Sunrise
Bella Vista
Northern Sunrise
Bella Vista
Bella Vista

$
$
$
$
$
$
$
$

Commodity
Second Tier
$ 320,891
$ 13,054
$ 30,679
$ 1,541
$ 39
$ 4,060
$
$

Current
Monthly

Mims
888,600
41 , 180
95,040
5,940

180
2,400

960
1,034,280

47.03%
47.03%

Commodity
First Tier

55 77,642
$ 3,394
$ 9,160
$ 417
$ 2
$ 547
$ 257
$ 91 ,419

4.16%
51.18%

370,264
16.84%
68.02%

$ 703,320

31 .98%
100.00%

$
$
$
$
$
$
$
$

Total
1,916,752

81 ,460
183,699

8,363
786

7,007
1,217

2,199,283
100.00%Percent of Revenues

Cummulative Percentage

77,401
2,470

57,387

115,179
709,106

537
123,152
66,037

5/8 Inch
3/4 Inch
1 Inch
1 Inch
1.5 Inch
2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

Bella Vista
Belia VAsts
Bella Vista
Southern Sunrise
Bella vista
Bella Vista
Southern Sunrise
Bella Vista
Belia Vista
Bella \Esta
Bella Vista

$
$
$
$
$
$
$
$
$
$
$

45,720
1,080

41 ,700
600

51,000
261,120

960
49,920
9,000
6,000
9.600

$
$
$
$
$
$
$
$
$
$
$

6,554 $
158  $

7,005 $
238  $

8,542 $
64,293 $

457  $
9,101 $

(2,103) $
936  $
61 $

$
$
$
$
$
$
$
$
$
$
$

129,674
3,708

106,092
838

174,722
1,034,518

1,954
182,173
72,934
6,936
9,661

$ 476,700
27.68%
27.66%

s 95,242

5.53%
33. 19%

$ 1,151 ,269

66.81%
100.00%

$ $ 1,723,211

100.00%Percent of Revenues
Cummulative Percentage

0.00%
100.00%

14 Inch
6 Inch
8 Inch

Fire Sprinkler Bella Vista
Fire Sprinkler Bella Vista
Fire Sprinkler Bella Vista

s
$
$

1 1 .880
2,520

192

$
$
$

$
$
$

$
$
$

11,881
2,520

192

$ 14,592

100.00%
100.00%

$ 1

0. 00%
100. 00%

$ $ $ 14,593

100.00%Percent of Revenues
Cum mulative Percentage

0.00%
100.00%

0.00%
100.00%

3 Inch Hydrant Bella Vista $ 26,880 $ (787) $ 17,047 $ 43,140

Grand Total
Percent of Total Revenues
Cummulative Percentage

$ 1,552.452
39.00%
39.00%

$ 185,874
4.67%

43.67%

$ 1,538,581
38.66%
82.33%

$ 703,320

17.67%
100.00%

$ 3,980,227
100.00%
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Belia Vista Water Company (Consolidated) - RUCO Rates
Revenue Breakdown Summary

RUCO Proposed Rates

Attachment
Page 4

$
$
$
$
$

Commodity
Third Tier

746,947
28,602
57,887

603
636

5/8x3/4 Inch
5/8x3/4 Inch
5/8X3/4 Inch
3/4 Inch
3/4 Inch
1 Inch
2 Inch

Residential
Residential
Residential
Residential
Residential
Residential
Residential

Bella Vista
Northern Sunrise
Southern Sunrise
Bella Vista
Northern Sunrise
Bella Vista
Bella Vista

$
$
$
35
$
$
$
$

Commodity
Second Tier
$ 473,702
$ 19,294
$ 45,409
8 2,283
$ 55
$ 3,051
$
$

Current
Monthly

Mine
1,374,664

63,675
147,027

11,029
334

3,528
1,337

1,601,593

51.08%
51.08%

Commodity
First Tier

$ 132,450
$ 5,790
$ 15,626
$ 711
$ 3
$ 417
$ 196
$ 155,192

4.95%
56.03%

543,794

17.34%
73.38%

$ 834,675

26.62%
100.00%

$
$
$
s
$
$
$
$

Total
2,727,763

117,360
265,949

14,625
1,028
6,996
1 ,533

3, 135,254

100.00%Percent of Revenues
Cum mulative Percentage

65,007
1,994

43,136

88,591
532,448

403
98,730
49,000

5/8 Inch
3/4 Inch
1 Inch
1 Inch
1.5 Inch
2 Inch
2 Inch
3 Inch
4 Inch
5 Inch
8 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

Bella Vista
Bella Vista
Bella vista
Southern Sunrise
Bella Vista
Bella Vista
Southern Sunrise
Bella Vista
Bella Vista
Bella vista
Bella Vista

$
$
$
$
$
$
$
$
$
$
s

70,729
2,005

61,299
882

63,128
363,610

1.337
38,619
5,570

10,212
16,339

$
$
$
$
$
$
$
$
$
$
$

5,325 $
114 $

5,339 $
181 $

6,383 $
49,007 $

348 $
6,671 $

(3,579) $
713 $
47 s

$
$
$
$
$
.$
$
$
$
$
$

141,061
4,114

109,775
1,063

158,103
945,064

2,088
144,020
50,991
10,926
16.386

$ 633,730
40.02%
40.02%

$ 70,551
4.46%

44.47%

$ 879,309

55.53%
100.00%

$ $ 1,583,591

100.00%Percent of Revenues
Cummulative Percentage

0.00%
100.00%

4 Inch
6 Inch
8 Inch

Fire Sprinkler Bella Vista
Fire Sprinkler Bella Vista
Fire Sprinkler Bella Vista

$
$
$

17,820
4,289

327

$
$
$

0 $
s
5

$
$
$

17,820
4,289

327

$ 22,436

100.00%
100.00%

$ 0

0.00%
100.00%

$ $ $ 22.436

100.00%Percent of Revenues
Cummulative Percentage

0.00%
100.00%

0.00%
100.00%

3 Inch Hydrant Bella Vista 35 20.795 s (825) $ 17,872

Reconciling Amount 1.377

$

$

37,841

1 ,377

Grand Total
Percent of Total Revenues
Cummulative Percentage

$

$ 2,279,932
47.69%
47.69%

S 224,919
4.70%

52.40%

$ 1,440,975

30.14%
82.54%

$ 834,675

17.46%
100.00%

$ 4,780,500
100.00%



Bella Vista Water Co., Inc.
Northern Sunrise Water Company Inc.
Southern Sunrise Water Company Inc.

W-02465A-09-0411, W-20453A-09-0412, W-20454A-09-04139
W~02465A-09-0414, W-20453A-09-0414 and W-20454A-09-0414

Thomas J. Bourassa
Rebuttal Testimony

(Rate Base, Income Statement And Rate Design)
May 25, 2010

Exhibit
TB-RB3

2232477.1
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Rebuttal Testimony
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Rebuttal Schedule A-1
Page 1
Witness: Bourassa

Fair Value Rate Base $ 7,857,799

70,358Adjusted Operating income

Current Rate of Return 0.90%

$ 773,993Required Operating Income

Required Rate of Return on Fair Value Rate Base 9.85%

$ 703,636

Line
Na*

1
2
3
4
5
6
7
8
g
10
11
12
13
'14

Operating Income Deficiency

Gross Revenue Conversion Factor 1.6286

Increase in Gross Revenue Revenue Requirement 1,145,966

Adjusted Test Year Revenues
Increase in Gross Revenue Revenue Requirement
Proposed Revenue Requirement
% Increase

$
$
$

4,162,136
1,145,966
5,308,101

27.53%

$ $ $

Customer
Classification
5/8 Inch
3/4 Inch
1 Inch
2 Inch

Residential
Residential
Residential
Residential
Subtotal

Percent
Increase

17.04%
18.20%
39.60%
95.45%
17. 12%$

Present
Rates
2,752,231

12,526
5,821

125
2,771 ,302 $

Proposed
Rates
3,221 ,316

14,806
8,126
1,416

3,245,665 s

Dollar
Increase

469,086
2,280
2,305

692
474,363

5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Commercial
Commercial

$ $ $ 36.07%
31 .27%
37.50%
68.36%
59.88%
45.02%
53.28%
-8.44%
5.18%

53.14%

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal $

124,380
3,382

91,585
1 15,753
656,390
131 ,628
56,353
12,229
15,518

1 ,207,278 $

169,245
4,440

125,931
194,886

1 ,049,435
190,880
86,377
11 ,197
16,385

1 ,848,776 $

44,855
1,058

34,346
79,132

393,045
59,252
30,024
(1 ,032)

807
641,497

3 inch Hydrant $ 31,719 $ 50,445 $ 18,726 59.04%

4 Inch
6 Inch
8 Inch

$ $ 200.00%Fire Sprinkler
Fire Sprinkler
Fire Sprinkler
Subtotal $

6,050
2.394

155
8.599 $

18,150
4,284

326
22.760 $

12,100
1.890

171
14,161

110.04%
164.67%

$ $ 1,148,748
(664)

5,167,647 $
2,331

139,114
(990)

5,308,101 $

28.58%
-22.17%

0.00%
-187.77%

27.53%

Subtotal Revenues before Annualization
Revenue Annualization
Miscellaneous Revenues
Reconciling Amount H-1 to C-1
Total of Water Revenues (a) $

4,018,899
2,995

139,114
1,128

4,162,136 $
(2,118)

1,145,966

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49

50
51
52

53
54
55
55
57
58

SUPPORTING SCHEDULES:
Rebuttal B-1
Rebuttal C-1
Rebuttal C-3
Rebuttal H-1



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Summary of Rate Base

Exhibit
Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base

Fair Value
Rate Base

I

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 26,610,749
10,528,021

s 26,610,749
10,528,021

Net Utility Plant in Service $ 16,082,728 $ 16,082,728

6,781,443 6,781 ,443

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction 542,445 542,445

Accumulated Amortization of CIAC (230,570) (230,570)

Customer Meter Deposits
Deferred Income Taxes & Credits

559,605
572,006

559,605
572,006

Plus:
Unamortized Debt Issuance
Costs

Deferred Reg. Assets
Working capital

Total Rate Base $ 7,857,799 $ 7,857,799

RECAP SCHEDULES;
Rebuttal A-1

Line

M
1

2

3

4

5

5

7

8

g

10

1 1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

.30

31

32

33

34

35

36

37

38

SUPPORTING SCHEDULES:
Rebuttal B-2
Rebuttal B-3
Rebuttal B-5

I



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments

Exhibit
Rebuttal Schedule B-2
Page 1
Witness: Bourassa

Adjusted
at end of
Test Year

Proforma
Adjustment

Amount

Rebuttal
at end of
Test Year

Gross Utility
Plant in Sewioe $ 28,165.702 (12554,953) $ 26,610,749

Less:
Accumulated
Depreciation 12,057,912 (1,529,891) 10,528,021

Net Utility Plant
in Service $ 16,107,790 $ (25,061 ) $ 16,082,728

Less:
Advances in Aid of
Construction 6,781 ,443 6,781 ,443

Contributions in Aid of
Construction 542,445 542,445

Accumulated Amory of CIAC (230,987) 417 (230,570)

Customer Meter Deposits
Deferred Income Taxes & Credits

559,605
(173,329) 745,335

559,605
572,006

Plus:
Unamortized Debt Issuance
Costs

Deferred Reg. Assets
Working capital

Total $ 8,628,613 $. (770,814) $ 7,857,799

Line

m ;
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40
41
42
43
44
45
46
47
48

SUPPORTING SCHEDULES:
Rebuttal B-2, pages 2

RECAP SCHEDULES:
Rebuttal B-1
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - A

Exhibit
Rebuttal Schedule B-2
Page 3.1
Witness: Bourassa

Post Test Year Plant

$ 104,507Rebuttal Adjusted Post Test Year Plant (Acct 331 )

Adjusted Post Test Year Plant per Direct (Acct 331) $ 110,057

Increase (decrease) to plant-in-service $ (5,550)

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

REFERENCES
Testimony and Co. Resposne to MSJ 5.2



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - B

Exhibit
Rebuttal Schedule B-2
Page 3.2
Witness: Bourassa

Post Test Year Plant Plant Retirement

Rebuttal Adjusted Post Test Year Plant (Acct 331)

Adjusted Post Test Year Plant per Direct (Acct 331)

$ (3,496)

s (12,000)

increase (decrease) to plant-in-service $ 8,504

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
i s
16
17
18
19
20
21
22
23
24
25

REFERENCES
Testimony and Co. Resposne to MSJ 5.2



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - C

Exhibit
Rebuttal Schedule B-2
Page 3.3
Witness: Bourassa

McClain Acquisition Costs

Rebuttal McClain Acquisition Costs $ 155,378

McClain Acquisition Costs per Direct $ 300,001

Increase (decrease) to plant-in-service $ (144,623)

REFERENCES
Testimony and Co. Resposne to CSB 10.3

Line
No.
1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

..1



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - D

Exhibit
Rebuttal Schedule B-2
Page 3.4
Witness: Bourassa

Adjusted Allowance for Funds Used During Constructiion ("AFUDC")

As Filed
$

Revised
$

Adjustment
$

46,467 35,991 (10,476)

6.730 4.791

542

(1 ,940)

(542)

(17, 134)29,470
342

12,336
342

57,619 30,030 (27,589)

2275,002
1 ,475

18,966
498

3.793

(4,775)
(1 ,475)

(15, 174)
.(498)

1.021 677 (344)

109 (109)

8.416
3.176

8,416
3,176

Acct
301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

330. 1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs & Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

Line

1
2
3
4
5
6
7
8
9
10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42

0
$ 179.833 s

0
99,778 $ (80,055)

Adjustment to plant-in-service $ (80,055)

v.

REFERENCES
Testimony
Rebuttal B-2, page 3.5 to 3.16

43
44
45
46
47
48
49
50



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - E

Exhibit
Rebuttal Schedule B-2
Page 3.5
Witness: Bourassa

Retirements

Adjustment

(4,181)
(4,565)

(432,710)
(26,254)

(43,858)

(592,002)
(16,315)

(124,204)
(7,765)

(0)
(25,258)

(26,760)

(2,132)

Acct
301
302
303
304
305
306
307
308
309
310
311
320

320. 1
320.2
330

330.1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
E\e<3~ri0 Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs & Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

(0)
(24,184)
(3,042)

$ (1,333,228)

Adjustment to plant-in-service $ (1,333,228)

Line

1
2
3
.4
5
6
7
8
9
10
1 1
12
13
14
15
16
17
18
1 g
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42

43
44
45
46
47
48
49
50

REFERENCES
Testimony
Rebuttal B-2, page 3.5.1
Rebuttal B-2, page 3.6 to 3.16
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 2 - A

Exhibit
Rebuttal Schedule B-2
Page 4.1
Witness: Bourassa

Post Test Year Plant Plant Retirement

Rebuttal Adjusted Post Test Year Plant (Acct 331 ) $ (3,496)

Adjusted Post Test Year Plant per Direct (Acct 331) $ (12,000)

Increase (decrease) to plant-in-service $ 8,504

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

REFERENCES
Testimony and Co. Resposne to MSJ 5.2



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - B

Exhibit
Rebuttal Schedule B-2
Page 4.2
Witness: Bourassa

Retirements

Adiustment
$

(4,181)

(4,565)

(432,710)
(26,254)

(43,858)

(592,002)
(16,315)

(124,204)
(7,765)

(0)
(25,258)

(26,760)

(2,132)

(0)
(24, 184)
(3,042)

Acct
301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

330. 1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs & Standpipe
Storage tanks .
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

$ (1 ,333,228)

Adjustment to accumulated depreciation $ (1 ,333,228)

Line

M L
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42

43
44
45
46
47
48
49
50

REFERENCES
Testimony
Rebuttal B-2, page 3.5.1
Rebuttal B-2, page 3.6 to 3.16
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment 4

Exhibit
Rebuttal Schedule B-2
Page 6
Witness: Bourassa

Line
No.
1
2
3
4

CIAC and Accumulated Amortization

Computed balance at 3/31/2009

Gross CIAC

$ 542,445

Acc um. Amory.

$ 230,570

Adjusted balance at 3/31/2009 $ 542,445 $ 230,987

Increase (decrease) $ $ (417)

Adjustment to CIAC

Label
$

4a
$

4b

417

5

6

7

8

g
10

11
12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31
32

33

34

35

36

SUPPORTING SCHEDULES
B-2, page 6.1 to 8,5
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009
Computation of Working Capital

Exhibit
Schedule B-5
Page 1
Witness: Bourassa

$ 282,237
25,394

30

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Materials and Supplies
Prepaids 23,268

Total Working Capital Allowance $ 330,929

Working Capital Requested $

SUPPORTING SCHEDULES:
Rebuttal C-1

RECAP SCHEDULES:
Rebuttal B-1

Cash Working Capital Detail
Adjusted

Test Year Results

$ 4,091,778

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

29
30
31

Total Operating Expense
Less:
Income Tax
Property Tax
Depreciation
Purchased Water
Pumping Power
Allowable Expenses
1/8 of allowable expenses

$

$

(25,846)
201,433

1 ,048,124
708

609,459
2,257,900

282,237



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Income Statement

Exhibit
Rebuttal Schedule C-1
Page 1
Witness: Bourassa

Test Year
Adj used
Results Adjustment

Rebuttal
Test Year
Adjusted
Results

Proposed
Rate

Increase

Rebuttal
Adjusted
with Rate
Increase

$ 4,023,022 $ $ 4,023,022 $ 1,145,966 $ 5,168,987
Revenues

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$
139114

4162136 $ $
139,114

4,162,136 $ 1,145,966 s
139,114

5,308,101
Operating Expenses

$ s $
708

609,459
708

609,459
708

609,459

(19,076)
38,468

(8,703)

Salaries and Wages
Purchased Water
Purchased Power
Fuel for Power Production
Chemicals
Materials & Supplies
Outside Services
Outside Services- Legal
Outside Services- Other
Water Testing
Equipment Rental
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Reg. Comm. Exp.
Reg. Comm. Exp. - Rate Case

5,715
49,998
4,696

41 ,937
1,599,375

28,184
140

60,600
125,122
59,410
7.290

10,628
150,000
92,502
18,178

1,122,485

5,715
49,998
4,696

41 ,937
1 ,580,298

66,652
140

60,600
116,419
59,410
7,290

10,628
150,000
85,938
18,178

1 ,048,124

5,715
49,998
4,696

41,937
1,580,298

66.652
140

60,600
116,419
59,410
7,290

10,628
150,000
85,938
18,178

1 ,048,124

(6,564)

(74,360)

$
$

199,553
(43,092)

4,142,888
19,248

$
$

1,880
17,246
(51,110) $
51,110 $

201 ,433
(25,846)

4,091 ,778
70,358

$
$

442,330
442,330
703,636

$
$

201,433
416,484

4,534,108
773,993

Miscellaneous Expense
Bad Debt Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income (loss)
Interest Expense
Other Expense

(1 10,537) (935) (1 11 ,472) (1 1 1 .472)

$
$

$
$

$
$

Total Other Income (Expense)
Net Profit (Loss)

(1 10,537)
(91,290)

(935) $
50,175 $

(111,472) s
(41,115) s 703,636

(111 ,472)
662,521

Line

M L
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42
43

SUPPORTING SCHEDULES:
Rebuttal C-1, page 2

RECAP scHEDuLEs;
Rebuttal A-1
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Rebuttal Schedule C-2
Page 2
Witness: Bourassa

Depreciation Expense
Adjusted

O r i g i n a l
Cost

Proposed
Rates

Depreciation
Expense

961
688,011

1.914.771
46,813

63,762
1.170

1,298,272 43,232

3.256
1 ,293

2,327,407
83,385

65
65

290,926
2,777

2,637,716 58,557

12,226,889
1,482,462
1,378,333

961,896

244,538
49,366

1 14,815
19,238

114,539
177,672
160,920
268,464

7.640
11,851
32.184
53,693

122,712 6.136

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
8.67%
2.00%
5.00%

12.50%
3.33%
3.33%

20.00%
2.22%
2.22%
5.00%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
6.67%

20.00%
20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

Acet.

M ;
301
302
303
304
305
306
307
308
309
310
311
320

320. 1
320.2
330

330. 1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment plant
Chemical Solution Feeders
Dist. Reservoirs 8¢ Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

31,548
420,744
107,306
155,378

1.577
42,074
10,731
15,538

TOTALS $ 26,610,749 $ 1,069,934

Less: Amortization of Contributions $ 542,445 4.0207% $ (21,810)

$ 1,048,124

1,122,485

Total Depreciation Expense

Adjusted Test Year Depreciation Expense per Direct

Increase (decrease) in Depreciation Expense (74,360)

Adjustment to Revenues and/or Expenses $ (74,360)

Line

HSL
1
2
3
4
5
6
7
8
g
10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

51
52

53
54
55
56

SUPPORTING SCHEDULE
Rebuttal B-2, page 3
Rebuttal B-2, page 6

Fully Depreciated



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Rebuttal Schedule C-2
Page 3
Witness: Bourassa

Prooertv Taxes:

$

$
s

4,162,136
4,162,136
5,308,101
4,544,124
9,088,248

$ 526,003

Adjusted Revenues in year ended 3/31/09
Adjusted Revenues in year ended 3/31/09
proposed Revenues
Average of three year's of revenue
Average of three year's of revenue, times 2
Add:
Construction Work in Progess at 10%
Deduct:
Book Value of Transportation Equipment 19,514

Full Cash Value
Assessment Ratio
Assessed Value
Property Tax Rate

$ 9,594,737
21%

2,014,895
9.8984%

Property Tax
Plus: Tax on Parcels

199,441
1,991

$ 201,433
199,553

1,880

Total Property Tax at Proposed Rates
Property Taxes recorded during the test year
Change in Property Taxes $

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

24
25
26

27
28

Adjustment to Revenues andlor Expenses s 1 .880



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

ADJUSTMENTS To REVENUES AND/OR EXPENSES
Adjustment Number 3

Exhibit
Rebuttal Schedule C-2
Page 4
Witness: Bourassa

Line
M
.1 Remove Meals. Entertainment and Contributions

Meals and Entertainment
Contributions

$ (5,564)
(500)

increase(decrease) Miscellaneous Expense $ (6,564)

Adjustment to Revenue and/or Expense $ (6,564)

2
3
4
5
6
7

8
9

10
11

12
13
14
15
16
17

CB
19
20
21
22
23
24

SUPPORTING SCHEDULES
Staff Schedule CSB-18

\



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 4

Exhibit
Rebutta\ Schedule C-2
Page 5
VWtness: Bourassa

Water Testing Expense

Proposed Water Testing Expense $ 66,652

Adjusted Test Year Expense 28,184

Increase (decrease) in Water Testing Expense $ 38,468

Line

1
2
3
4
5
6
7
8

9
10
11

12
13
14
15
16
17
18
19
20

REFERENCE
See testimony



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Rebuttal Schedule C-2
Page 6
Witness: Bourassa

Transportation ExDer\se (Remove Airlink costs)

Date Invoice
9/30/2008 1023
9/30/2008 1040
9/30/2008 1021
9/30/2008 1038
9/30/2008 1022
9/30/2008 1039

$
Amount

(5,596)
(1 ,427)

(516)
(131 )
(823)
(210)

T0laI $ (8,703)

Increase (decrease) in Water Testing Expense $ (8,703)

Line

N L
1
2
3
4
5
6
7
8
g
10
11
12
13
14

15
16
17
18
19
20

REFERENCE
See testimony
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 7

Exhibit
Rebuttal Schedule C-2
Page 8
Witness: Bourassa

Interest Svnchronization

$ 7,857,799
1 .42%

$

Fair Value Rate Base
Weighted Cost of Debt
Interest Expense 111,472

Test Year Interest Expense $ 110,537

Increase (decrease) in Interest Expense 935

Adjustment to Revenue and/or Expense $ (935)

Weiqhted Cost of Debt Computation

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Debt

Equity

Total

$

s

$

Amount

1,697,323

5,812,207

7,509,530

Percent

22.60%

77.40%

100.00%

Cost

6.28%

10.90%

Weighted

Cost

1,42°/>

8.44%

9.85%

1



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and/or Expenses
Adjustment Number 8

Exhibit
Schedule C-2
Page 9
Witness: Bourassa

Line
M ;

Income Tax Computation

Test Year
Adjusted
Results

Adjusted
with Rate
Increase

Taxable Income $ $ 1,079,005

Taxable Income $

(66,961)

(66,961) $ 1,079,005

Arizona Income Before Taxes $ 1,079,005

s 75,185

6.97%
Less Arizona Income Tax
Rate =
Arizona Taxable Income $ 1,003,820

Arizona Income Taxes $ 75,185

Federal Income Before Taxes $ 1,079.005

Less Arizona Income Taxes $ 75,185

Federal Taxable Income $ 1,003,820

FEDERAL INCOME TAXES:
15% BRACKET
25% BRACKET
34% BRACKET
39% BRACKET
34% BRACKET

$
$
$
$
$

Federal Income Taxes $

7,500
6,250
8,500 Federal

91,650 Effective
227,399 Tax

Rate
341,299 31.63%

Total Income Tax $ 416,484

Overall Tax Rate 38.60%

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24
25
26
27
28
29
30
31
32
33
34

35
36
37

38
39

40
41
42
43
44
45

46

Income Tax at Proposed Rates EffectiVe Rate

Adjusted Test Year Income Taxes

Adjustment to Income Taxes

$ (25,846)

(43,092)

17,246



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Computation of Gross Revenue Conversion Factor

Exhibit
Rebuttal Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
31 .63%

State Income Taxes 6.97%

Other Taxes and Expenses 0.00%

Total Tax Percentage 38.60%

Operating Income % = 100% - Tax Percentage 61 .40%

Gross Revenue Conversion Factor1 .

Operating Income °/> 1 .6286

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rebuttal A-1
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

COMMODITY - DEMAND METHOD FUNCTION FACTORS
Plant and Depreciation Expense Allocations Functions

Exhibit
Rebuttal Schedule G-7
Page 2
Witness: Bourassa

Total Commoditv
0.10
0.10
0.10

Customer Meter ServiceDemand
0.90
0.90
0.90
1.00
0.90
1.00

0.10

1 .00

1.00
1.00

0.25
1 .00
0.75
1.00
0.750.25

1.00
1.00

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20

Description
Wells
Pumps & Equipment
Trans. & Dist. Mains
Structures 8i Improve.
Water Treatment Equip.
Land
Customer
Services
Meters
Fire Hydrants
Transportation Equip.
Office Furniture
Communication Equip.
Specific
Specific
Specific

Factor
F- 1
F-2
F-3
F-4
F-5
F-6
F-7
F-8
F-9
F-10
F-11
F-12
F-13
SF-1
SF-2
SF-3

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00 1.00
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Cost of Service Study, Using Commodity Demand Method
Development of Class Aliocaticn Factors

Exhibit
Rebuttal Schedule G7
Page 3
Witness: Bourassa

COMMODITY ALLOCATION FACTORIC-1)

Percent
of

Total

(a)
Total Gallons
lim 1,000's)
In Test Year

664,275
2,042
1,728

129
33,663

969
24_289
46,167

280_498
51 ,419
21,462

468
31

5,094

DEMAND ALLOCATION FACTOR ID-1 \
Equivalent

Number
of Meters

and/or
Services

8.540
51
20

8
381

g
353
425

2,184
416
75
so
B0

224
99
21

1

Equiv-
alent

Weight
1.0
1.5
2.5
8.0
1.0
1.5
2.5
5.0
8.0

16.0
25.0
50.0
80.0
16.0

1.0
1 .0
1.0

66.01 %
0.39%
0.15%
0.06%
2.95%
0.07%
2.72%
3.29%

15.88%
3.22%
0.58%
0.39%
0.62%
1.73%
0.77%
0.16%
0.01 "A

Meter Size
5/8 Inch
3/4 Inch
1 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1_5 lf'l0'\
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
3 l(llCI"l
4 Inch
6 Inch
8 lndl

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
Com

Hy¢rant
Fire
Fire
Fire

Percent
of

Total
58.67%
0.18%
0.15%
001 %
2.97%
0.09%
2.15%
4.08%

24.77%
4.54%

1 .896%
0.041%
0.003%
0.450%
0.000%
0.000%
0.000%

Meter
Q Q

5/8 Inch
3/4 Inch
1 Indl
2 Inch

5/8 Inch
3/4 lndl
1 Inch

1.5 Inch
2 Inch
3 Inch
4 lndl
6 ll'\d1
8 Inch
3 Inch
4 Inch
6 inch
8 Inch

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
com

Hydrant
Fire
Fire
Fire

Number
of Meters

and/or
Services

B_540
34
8
1

381
6

141
85

273
26

3
1
1

14
99
21
1

Totals 1,132_234 100.00% Totals 9.635 12,937 100.00%

CUSTOMER ALLOCATION FACTOR £cs-1) SERWCES ALLOCATION FACTOR (S-1) lb]

Percent
of

Total

Perwnl
of

Total
Meter
Q Q

5/8 \n¢h
3/4 Inch
1 Inch
2 lndl

5/8 Inch
3/4 Inch
1 Inch

1_5 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
Com

Hydrant
Fire
Fire
Fire

Number
of Meters

8,540
34

8
1

381
6

141
85

273
26
3
1
1

14
99
21

1

88.64%
0.35%
0.08%
0.01%
3.95%
0.06%
1.46%
0.88%
2.83%
0.27%
0.03%
0.01%
0.01%
0.15%
1.03%
0.22%
0.01%

Meter

5/8 Inch
3/4 Inch
1 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch
e Inch
a Inch
3 Inch
4 Inch
G lf1dII
8 Inch

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
com

Hydrant
Fire
Fire
Fire

Number
of

Services
8,540

34
8
1

3B1
6

141
85

273
26

3
1
1

14
99
21

1

s

Install-
a\ion

445.00
445.00
495.00
830.00
445.00
445.00
495.00
550.00
830.00

1,045.00
1,490.00
2,210.00
3,315.00

50.00
1,490.00
2,210.00
3,315.00

Weighted
Number
Services

3,800,300
15,130
3,960

B30
169,545

2,670
G9,ll95
46,750

226,590
27,170

4,470
2,210
3,31 s

too
147,510

46,410
3,315

83.15%
0.33%
0.09%
0.02%
3.71 %
0.06%
1.53%
102°/,
4.96%
0.59%
o. 10%
0.05%
0.07%
0.02%
3.23%
1.02%
0.07%

Totals 9.635 100.00% Totals 9.635 4,570,670 100.00%

METER ALLOCATION FACTOR (M-1) (b\

Percent
of

Total
Meter

8 9
5/8 Inch
3/4 Inch
1 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
3 \f\ch
4 Inch
6 Inch
8 Inch

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
Com

Hydrant
Fire
Fire
Fire

Number
of Meters

8.540
34
8
1

381
6

141
85

273
26

3
1
1

14
99
21

1

$

Meter
Cost

155.00
255_00
315.00

1,890.00
155.00
255.00
315.00
525.00

1,045.00
1 ,670.00
2,670.00
5,025.00
7,537.50
2,545.00
2,670.00
5,025.00
5,025.00

Weighted
Dollars

of Meters
1,323,700

8,670
2,520
1 ,890

59,055
1 ,530

44,415
44,625

285,285
43,420

8,010
5,025
7,538

35,630
264,330
105,525

5,025

58.93%
0.39%
0.11 %
0.08%
2.63%
0.07%
1 .98%
1 .go%

12.70%
193%
0.36%
0.22%
0.34%
1 .59%

11.77%
4.70%
0.22%

Totals 9.635 2,246,193 100.00%

(a) includes customer and Galton sold annualization.
(b) Meter and Service Line cost from Anzona Corporation Commission Memo of February 21, 2008

from Marlin Scott, Jr.. Meter costs based on compound meters. Cost of service line and
meter is based on costs allowed for a compound meter installation
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s==~§Ò °<v

_umea

ms 82
S
3
m

d o nmvmmwwmo n<*><rv.r>r.olooo'>o wav
§ 2 I " n " @ w m X f v v v v w m m w m m m w w w w m m m w
a>
c



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Hook-Up Fees

Exhibit
Rebuttal Schedule H-3
Page 9
V\htness: Bourassa

Off-site Facilities Hook-up Fee

Proposed
Charge

$5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch or larger

Present
Charge

NT
NT
NT
NT
NT
NT
NT
NT

1,600
2,400
4,000
8,000

12,800
25,600
40,000
80,000

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

NT = No Tariff



IN THE MATTER OF THE APPLICATION
OF NORTHERN SUNRISE WATER
COMPANY, INC., AN ARIZONA
CORPORATION, FOR A DETERMINATION
OF THE FAIR VALUE OF ITS UTILITY
PLANTS AND PROPERTY AND FOR
INCREASES IN ITS WATER RATES AND
CHARGES FOR UTILITY SERVICE BASED
THEREON.

IN THE MATTER OF THE APPLICATION
OF SOUTHERN SUNRISE WATER
COMPANY, INC., AN ARIZONA
CORPORATION, FOR A DETERMINATION
OF THE FAIR VALUE OF ITS UTILITY
PLANTS AND PROPERTY AND FOR
INCREASES IN ITS WATER RATES AND
CHARGES FOR UTILITY SERVICE BASED
THEREON.

FENNEMORE CRAIG, P.C.
Jay L. Shapiro (No. 014650)
Todd C. Wiley (No. 015358)
3003 N. Central Ave.
Suite 2600
Phoenix, Arizona 85012
Attorneys for Applicants

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION
OF BELLA VISTA WATER co., INC. AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE
OF ITS UTILITY PLANTS AND PROPERTY
AND FOR INCREASES IN ITS WATER
RATES AND CHARGES FOR UTILITY
SERVICE BASED THEREON.

DOCKET NO. W-02465A-09-041 1

DOCKET no. W-20453A-09-0412

DOCKET no. W-20454A-09_0413

exr\\8"

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26 2t ale
5; .f
* 1iii. ii

4
: 44.. 4 ".

FENNEMORE CRAIG
A PROFESSIONAL CORPDRATIGN

PHOENIX



IN THE MATTER OF THE JOINT
APPLICATION OF BELLA VISTA WATER
co., INC., NORTHERN SUNRISE WATER
COMPANY, INC., AND SOUTHERN
SUNRISE WATER COMPANY, INC. FOR
APPROVAL OF AUTHORITY To
CONSOLIDATE OPERATIONS, AND FOR
THE TRANSFER OF UTILITY ASSETS TO
BELLA VISTA WATER CO., INC.
PURSUANT To ARIZONA REVISED
STATUTES 40-285.

DOCKET NO. W-02465A-09_0414
DOCKET NO. W-20453A_09-0414
DOCKET NO. W-20454A-09-0414

REBUTTAL TESTIMONY OF

THOMAS J. BOURASSA

(CONSOLIDATED COST OF CAPITAL)

BELLA VISTA WATER co., INC.,
NORTHERN SUNRISE WATER COMPANY INC.

AND SOUTHERN SUNRISE WATER COMPANY INC

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23
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1.

Q-

INTRODUCTION

A.

Q-

A.

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix, Arizona 85029.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE?

I am testifying in this proceeding on behalf of the applicants, Bella Vista Water

Company, Northern Sunrise Water Company, and Southern Sunrise Water

Company, consolidated as Bella Vista Water Company ("BVWC" or "the

Company").

Q- ARE YOU THE SAME THOMAS J. BOURASSA THAT FILED DIRECT

TESTIMONY IN THIS DOCKET?

A. Yes, my direct testimony consisted of two volumes of testimony (one addressing

rate base, income statement and rate design, and the other addressing cost of

capital) for each of the companies referenced above on a stand-alone basis. In

addition, I submitted two volumes of testimony in support of consolidation (one

addressing rate base, income statement and rate design, and the other addressing

cost of capital).

Q- DID YOU ALSO PREPARE REBUTTAL TESTIMONY ON THOSE ISSUES

IN THIS DCCKET?

A. Yes, my rebuttal testimony on the consolidated rate base, income statement,

revenue requirement and rate design is being filed in a separate volume at the same

time as this testimony.

11. SUMMARY OF REBUTTAL TESTIMONY AND THE PROPOSED COST
OF CAPITAL FOR THE COMPANY
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A. Summary of Companv's Rebuttal Recommendation

WHAT Is THE PURPOSE OF THIS VOLUME GF YOUR REBUTTAL
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A.

TESTIMONY?

I will provide updates of my cost of capital analysis and recommended rate of

return using more recent financial data. I also will provide rebuttal as appropriate

to the direct testimonies of Mr. Chaves on behalf of Staff and the direct testimony

of Mr. Rigsby of RUCO.

Q- HOW HAS THE INDICATED RETURN ON EQUITY CHANGED SINCE

THE DIRECT FILING WAS MADE LAST MAY?

A. The cost of equity has decreased, as indicated by the Discounted Cash Flow

("DCF") model and the Capital Asset Pricing Model ("CAPM"). The table below

summarizes the results of my updated analysis using those models :

Low

9.1%

10.4%

High

10.5%

13.9%

Midpoint

9.8%

12.2%

Method

Range*DCF Constant Growth Estimates

Range of CAPM Estimates

Average of DCF and CAPM midpoint

estimates 9.8% 12.2% 11 .0%

Financial Risk Adjustment -0.6% -0.6% -0.6%

Specific Company Risk Premium 0.5% 0.5% 0.5%

9.7% 12.1% 10.9%

The schedules containing my updated cost of capital analysis attached to this

rebuttal testimony. Also attached are two exhibits, which are discussed below.

Indicated Cost of Equity
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Q~ PLEASE SUMMARIZE YOUR RECOMMENDED REBUTTAL COST OF

DEBT AND EQUITY, AND YOUR RECOMMENDED REBUTTAL RATE

OF RETURN ON RATE BASE.

The Company's recommended capital structure consists of 22.6 percent debt and

77.4 percent common equity as shown on Rebuttal Schedule D-1. Based on my
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updated cost of capital analysis, I am recommending a cost of equity of 10.9

percent. Based on my 10.9 percent recommended cost of equity and a cost of debt

of 6.28 percent, the Company's weighted cost of capital ("WACC") is 9.85

percent, as shown on Rebuttal Schedule D-l.

Q- WHY Is YOUR COST OF EQUITY RECOMMENDATION LOWER IN

YOU REBUTTAL THAN IN YOUR DIRECT TESTIMONY?

A. When I prepared my direct testimony in August 2009, the economy was believed to

still be in the midst of a severe recession and the crisis in the financial markets,

which occurred in late 2008 and was still hanging over the markets last August. In

late 2008, the Dow Jones average had fallen by 38 percent and the S&P 500

dropped by 40 percent in just a couple of months. During this period, there was a

"flight to quality" that led to an increase in the traditional spread between required

returns on Treasury securities and other assets as investors turned away from

common stocks and corporate bonds in favor of Treasuries. During the past eight

months, both the economy and the financial markets have improved.

Economists now believe the recession ended in the summer of 2009. The

current outlook for the economy has improved. For 2010 the economy is expected

to grow at a 3.0 - 3.5 percent rate.' However, economists continue to express

concerns over the high unemployment rate, the high federal deficits, uncontrolled

federal spending, and the looming debt crisis in Europe which may dampen the

economic outlook.2 But, at this point, inflation seems to be in check and the

Federal Reserve is expected to keep interest rates low though the end of the year.
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1 Value Line Selection and Opinion, May 14, 2010.

2 Blue Chip Financial Forecasts, May 2010.
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Q-

A.

WHAT HAS BEEN THE EFFECT OF THESE CONDITIONS ON YOUR

RECOMMENDED COST OF EQUITY?

As stated, my updated analysis indicates that BVWC's cost of equity is currently

10.9 percent, which is 160 basis points lower than the 12.5 percent cost of equity I

proposed for BVWC in my direct testimony. There are two primary reasons for the

reduction in the cost of equity. First, there is a reduction in the current market risk

premium used in my CAPM estimate. Second, my growth estimates for the DCF

are much lower. Previously, my cost of equity estimates based on the DCF model

and the CAPM ranged from 10.0 percent to 16.3 percent with a mid-point of 13.1

percent after adjustments for financial risk and Finn-specific risks.

Q,

B. Summary of the Recommendations of Staff and RUCO.

PLEASE SUMMARIZE THE RESPECTIVE RECOMMENDATIONS OF

STAFF AND RUCO FOR THE RATE OF RETURN ON FAIR VALUE

A.

RATE BASE.

Staff is recommending a capital structure consisting of 32.2 percent debt and 67.8

percent equity.3 Staffs capital structure is based on an adjusted capital structure of

BVWC at December 31, 2009 (9 months after the end of the test year).4 Staff

determined a cost of equity of 9.8 percent based on the average cost of equity

produced by its DCF and CAPM models (10.5 percent) and a 40 basis point

downward adjustment for BVWC's lower financial risk as ' compared to the

publicly traded water utilities in Staffs sample group.5 Based on Staff proposed

capital structure for BVWC, Staff determined the WACC for BVWC to be 8.6

percent. 6 Staff ignored BVWC's firm-specific risks except financial risk based on

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

3 See Direct Testimony of Pedro M. Chaves ("Craves Dt.") at 36.

4 See staff Schedule pmc-9.

5Id.

6 Id.
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BVWC's particular capital structure.

RUCO also did not consider Finn-specific risks other than financial risk.

RUCO determined its recommended cost of equity of 9.0 percent based on the

results its DCF and CAPM methods.7 RUCO is recommending a capital structure

of 21.08 percent debt and 78.92 percent equity based on the Company adjusted

debt and equity contained in its direct filings With RUCO's recommended cost of

debt of6.27 percent, RUCO's overall return for BVWC is 8.42 percent.9

Q, PLEASE SUMMARIZE THE PARTIES RESPECTIVE COST OF EQUITY

ESTIMATES FOR THE DCF AND CAPM.

Partv DCF

BVW C 9.7%

Staff 9.7%

RUCO 9.92%

As the foregoing shows, RUCO's estimate of the cost of equity, as summarized in

Schedule WAR-l, page 3 of Mr. Rigsby's testimony, is significantly lower than

either the Company or Staff. The primary difference, obviously, is RUCO's

extraordinarily low CAPM estimate. Obviously, something is wrong with the

methods and inputs selected by Mr. Rigsby in using the CAPM.

CAPM

12.1%

10.6%

5.95%

Average

10.9%

10.2%

7.93%

Q- B U T  T H E  R E C O M M E N D A T I O N S  O F  S T A F F  A N D  R U C O  D I F F E R

SIGNIFICANTLY FROM THE ESTIMATES PRODUCED BY THE DCF

MODEL AND CAPM MODEL.

A. Yes. Although Staff has estimated that the average cost of equity for the six

publicly traded water uti l i ties in i ts sample group is 10.2 percent, Staff's
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7 See Direct Testimony of William A. Rigsby Dr. ("Rigsby Dt.") at 6.
8Id.
9Id.at 7.
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recommended cost of equity for BVWC is 9.8 percent. As stated, this disparity

results from Staffs 40 basis point downward adjustment for financial risk based on

the Hamada fionnula. As discussed below, Staff's financial risk adjustment was

incorrectly calculated and unfairly depresses BVWC's equity return. Moreover,

Staff ignored BVWC's other firm-specific risks. As a result, Staffs recommended

equity return for BVWC is unreasonable and should be rejected.

RUCO, in contrast, proposes a cost of capital of 9.0 percent, even though

RUCO's models produce a cost of equity of 7.93 percent. This would make sense

if RUCO intends to recognize BVWC's smaller size, lack of liquidity and other

firm-specific risks. However, no explanation is given by Mr. Rigsby for his higher

recommendation other than it falls on the high side of his range of estimates.l°

Q MR. BOURASSA, YOU AREN'T DISCOURAGING RUCO FROM

SUGGESTING A HIGHER ROE THAN THEIR MODELS DICTATES,

A.

ARE YOU?

Absolutely not, but it is hard to take comfort from RUC() making it seem like they

are being generous by proposing a higher ROE than their models indicate, when in

fact they are simply manipulating the cost of capital to produce their desired result.

It is a "wolf in sheep's clothing" approach.

Mr. Rigsby should instead use reasonable comparable finns, apply the

models to those firms as they are meant to be applied, and then make his upward

adjustments for company-specific risk as necessary.

Q- HOW DO THE PARTIES' RECOMMENDATIONS COMPARE To

OTHER FORECASTS OF COMMON EQUITY RETURNS?
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Value Line, a reputable publication that has been used by all of the parties' cost of

10 Id. at 8.
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capital witnesses, publishes forecasts of returns on common equity for larger

publicly traded companies. These water utilities are included in all of the parties'

sample groups. Value Line (April 23, 2010) projects the following returns on

equity for those utilities:

American States Water 10.5%

14.0%

11.0%

Average 11.8%

A11 of these utilities are significantly larger than BVWC. AUS Utility Reports

(May 2010) reports the following information for these utilities (in millions of

dollars):

Aqua America

California Water

American States Water
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Net Plant Revenue

$ 962.1 $361.0

$2,790.5 $670.5

$10799 $449.4

Average $l,6l0.8 mill ion $493.6million

Moreover, these uti l i t ies operate in jurisdictions such as Cal i fornia and

Pennsylvania that use projected or partially projected test years, and authorize

surcharges and other cost recovery mechanisms which allow the recovery of

increases in costs outside a general rate case. Therefore, they are less risky than

BVWC. These data provide an unbiased indication that the Staff and RUCO

recommendations for BVWC are too low and should not be adopted by the

Commission.

Aqua America

California Water
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III. REBUTTAL To STAFF'S COST OF CAPITAL ANALYSIS, TESTIMONY
AND RECOMMENDATIONS

A. Staff's Financial Risk Adjustment

Q-

A.

PLEASE COMMENT ON STAFF'S RECOMMEND A FINANCIAL RISK

ADJUSTMENT.

Staff's financial risk adjustment is overstated for two reasons. First, the beta used

in the Hamada formula is the average beta of Staff's sample publicly traded water

utilities. Second, Staffs financial risk adjustment is overstated because Staff uses

book values rather than conceptually correct market values for equity in calculating

the risk adjustment using the Hamada formula. This error overstates the

adjustment.

Q, WHY Is THE FIRST REASON PROBLEMATIC?

A. Because the average beta of the sample water utilities does not reflect the riskiness

of the Company. If B C had its own beta, it would have a higher beta than the

sample water utility companies.H

Q, WHY WOULD BVWC HAVE A HIGHER BETA?

A. Beta is measures the volatility, Le., risldness, of a security relative to the market as

whole. BVWC is a riskier investment than any of the sample utilities.

Consequently, it would have a higher beta than the average of the sample group.

Q- so IF WE HAD A BETA FOR BVWC AND IT WAS INDEED HIGHER,

W HAT IMPACT W OULD THAT HAVE ON STAFF'S HAMADA

CALCULATION?
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A higher beta for BVWC would result in a much lower financial risk adjustment

using the Hamada formula.

11 See Direct Testimony of Thomas J. Bourassa - Cost of Capital ("Bourassa COC Dt.") at 31 - 32 and
36 .- 37.
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Q. I-IAVEN'T YOU ALSO PROPOSED A FINANCIAL RISK ADJUSTMENT?

A. Yes, and in calculating that adjustment, I was forced touse the averagebetas of the

sample companies.12 BVWC's stock is not publicly traded and it has no reported

beta. Therefore, like Staff, I had to assume that the average beta of the sample

utilities is BVWC's beta to perform the financial risk adjustment calculation.

There is a significant difference, however -I also propose a company-specific risk

premium, which, to some extent, offsets the potential overstatement of my financial

risk adjustment.

Q- WHAT Is THE CONCERN WITH STAFF'S USE OF BOOK VALUES?
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A. Staff used the wrong inputs in unleveling and relevering the average beta of the

sample group. Specifically, Staff used the book values of the sample utilities'

capital structures rather than market values. Professor Hamada developed his

equation using market values,notrecorded book costs." This is logical given that

the Hamada fionnula is an extension of the CAPM, which is a market-based model

that does not consider book or accounting data.14 The critical component, beta, is

an estimate of a security's risk based on its volatility relative to the market as a

whole. Mr. Chaves admitted this in his testimony.15 Therefore, it would make no

sense to unlevel and reliever the sample group's average beta to account for the

effect of financial leverage using book equity, as Staff has done in this case.

Furthermore, numerous authorities state that market values must be used in

estimating the effect of leverage on a security's n°sk.16

12 Id. at 36.
13 "Effects of the Firm's Capital Structure on Systematic Risk of Common Stock," Journal of Finance,
Vol. 27 No. 2 (May 1972)435-453.

14 See Craves Dt. at 11 (discussing beta) and 33 (discussing the Hamada formula).

is14. at 27 - 28.

is See, e.g., Roger A. Morin, New Regulatory Finance 223-24 (Public Utility Reports, Inc. 2006)
("Morin"), Richard A. Brealey, Stewart C. Myers and Franldin Allen, Principles of Corporate Finance
516-20 (McGraw Hill/Irwin 8th ed. 2006), Tim Koller, Marc Goedhart and David Wessels, Valuation:
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1

2

3

4

In short, given that the CAPM's inputs are based on market data, it is

improper to substitute book capital structures, particularly when market capital

structures for the sample utilities can easily be determined based on current stock

prices and the number of shares outstanding.

Q- HAS STAFF PROVIDED ANY SUPPORT FOR USING A CAPITAL

STRUCTURE BASED ON BOOK VALUES?

A.

Q, WHAT ADJUSTMENT HAVE YOU COMPUTED

A.
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No, and I have been unable to find any authority for using book values in the

Hamada fionnula.

FINANCIAL RISK

USING STAFF'S MODELS AND MARKET VALUES?

I computed a downward financial risk adjustment of 20 basis points - 20 basis

points lower than the 40 basis points recommended by Staff. I used the market

value of equity for the publicly traded water utilities, which I computed using

current market-to-book ratios.

market value. According to Dr. Morin, this is an appropriate assumption.17 To

compute the market value of BVWC's equity, I used the market value of BVWC's

equity using the average market-to-book ratio of the sample publicly traded utility

companies. Using the correct financial risk adjustment of 20 basis points and

Staffs unadjusted cost of equity of 10.2 percent, the result would be no less than

10.0 percent - 20 basis points higher than the 9.8 percent Staff recommends.

For debt, I used the book value of debt as the

25

26

Measuring and Managing the Value of Companies 312-13 (John Wiley & Sons, Inc. 4th ed. 2005),
Shannon, P. Pratt, Cost of Capital - Estimations and Applications 83-85 (John Wiley & Sons 2nd ed.
2002).

17 Morin,supraat 224.
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Q- DO

A.

WHAT YOU MEAN cero LESS" THAN 10.0 PERCENT, MR.

BOURASSA?

We still have to account for the problem caused by assuming that BVWC would

have a beta equal to the average beta of the sample water utilities, which I

discussed above. BVWC's small size compared to those sample companies taints

the use of the average beta in the first place.

Q. HOW SHOULD THIS SECOND CONCERN BE ADDRESSED?

A. By taking into account the higher risk of BVWC due to its small size relative to the

sample companies. If Staff is going to make a financial risk adjustment for

differences in the capital structures between Staflf"s proxy group and BVWC, i t

should also consider a small  f i rm risk premium to account for Finn size

differences." It is basic finance that investors require higher returns on small

company stocks like BVWC as compared to large company stocks like Aqua

America and American States Water. Thus, a risk premium should be authorized

to ensure that BVWC's additional investment risk is taken into account.

Otherwise, the comparable earnings standard is violated.

Q- HOW DID YOU ACCOUNT FOR ADDITIONAL RISK IN YOUR

A.

ANALYSIS?

As I stated earlier, my downward financial risk adjustment is offset by an upward

small company risk adjustment. This compensates for the use of an overstated beta

in estimating BVWC's equity cost. As a result, my net downward adjustment to

the cost of equity is 10 basis points (a downward adjustment of 60 basis points for

financial risk and an upward adjustment of 50 basis points for firm size).
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26 18 Bourassa COC Dt. at 36 - 37.
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I should emphasize that the small company risk premiums as reported by

Morningstar are risk premiums not explained by the higher betas for small

companies. Frankly, given BVWC's small size, limited customer base, lack of

diversification, lack of l iquidity and other factors, there should not be any

downward adjustment for financial risk. So, my net downward adjustment of 10

basis points is likely overstated. Clearly, the evidence doesn't support a downward

adjustment to BVWC's cost of equity.

Q-

B. Firm Specific Risk

is MR. CHAVES CORRECT THAT PRIOR COMMISSION DECISIONS

DID NOT FIND A FIRM SIZE PHENOMENON FOR REGULATED

UTILITIES?
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A. Mr. Chaves is correct,l9 although I do not believe the issue has come up in the

context of the appropriateness of a downward adjustment for financial risk, where

the failure to consider the impact of size on investment risk is exacerbated.

Moreover, the Commission's failure to recognize that small firms are riskier than

large firms, despite an abundance of empirical financial evidence indicating

otherwise, is another reason why it is more risky for smaller utilities to do business

in Arizona.

Putting that aside, there are many reasons why smaller utilities are more

risky than larger utilities. I have discussed these reasons extensively in my direct

testimony and will not repeat that testimony here." The simple fact is that a

rational investor is not going to view an equity investment in BVWC as having the

same risk as the purchase of publicly traded stock in a substantially larger utility

like Aqua America, American States Water or California Water Service.

19 Chaves Dr. at 43.

20 Bourassa COC Dt. at 15 -- 21.
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Q-

Moreover, an investment in the stock of a publicly traded utility is much

more liquid than an investment in BVWC. If investors are unhappy with the return

provided by a publicly traded stock they can sell the stock within minutes. On the

contrary, an investment in BVWC does not provide the same level of liquidity.

This lack of liquidity creates additional investment risk. The bottom line is that if

the differences in risk between small utilities like BVWC and the large, publicly

traded water utilities used to estimate the cost of equity are ignored, BVWC's

equity cost will be understated and unreasonable.

FIRM RISKS AsDO INVESTORS CONSIDER SMALL

REGULATORY RISKS?

WELL AS

A. Of course. Contrary to Mr. Chaves's assertions, the investment related to such

factors as firm size and Arizona's regulatory environment are important to

investors.21 These risks are not captured by the market data of the water utility

proxy group Staff uses to estimate the cost of equity for BVWC. None of the

utilities in Staff's water proxy group are of comparable size to Bvwc." In fact,

BVWC is but a small fraction of the size of the water utilities in Staffs proxy

group. And none of the water utilities in Staffs water proxy group operate

exclusively in Arizona and are subj et to this jurisdiction's regulatory requirements

and policies."

Q- Is THERE A WAY TO PRECISELY QUANTIFY THE EFFECT OF THESE

ADDITIONAL RISKS ON THE RETURN REQUIRED BY AN INVESTOR?

A. No. But that does not justify ignoring the differences between the sample utilities

and B C, as Staff proposes. We have no data on very small water utilities so it
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21 Chaves Dt. at 42.

22 Bourassa COC Dt. at 18.

23Id. at 19 -. 21.
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is hard to conclude that we have captured the true market risk (or systematic risk)

Mr. Chaves asserts can be eliminated through diversification. What we do know is

that betas for small companies tend to be higher for small finns.24 We also know

that the higher betas do not account for all the risks faced by those who invest in

small company stocks.25 My small company risk premium analysis recognizes

these facts.26 Staff has ignored them, violating the comparable earnings standard.

Q.

C. Rebuttal to Staffs Criticisms of Analvsts' Estimates of Growth

MR. CHAVES CRITICIZES YOU FOR EXCLUSIVELY RELYING ON

ANALYSTS' ESTIMATES TO ESTIMATE GROWHT FOR THE

CONSTANT GROWTH DCF MODEL. HOW DO YOURESPOND?

A. First, Mr. Chaves' assertion that I rely exclusively on analyst estimates of growth"

is simply wrong, and I suggest Mr. Chaves read my testimony. Second, it is

important to note that Mr. Chaves does not reject analyst estimates of growth

because he uses analyst estimates of growth in developing his growth rate.29 Staff

gives 50 percent weight to analysts' estimates and 50 percent weight to historical

growth data. So I believe the dispute between Mr. Chaves and me would come

down to something between 50 percent and my "greater" emphasis. In my direct

testimony I explained why weight greater than 50 percent should be given to

analysts' estimates."
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24 See, e.g., 2010 Ibbotson SBBI Valuation Yearbook (Morningstar)44 - 45 .

25 Id.

26 Bourassa COC Dr. at 36 -. 37

27 Chaves Dt. at 37.

28 Bourassa COC Dr at 28.

29 Chaves Dt. at 37.

30 Bourassa Dr. COC at 27 - 29.
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Q- ABOUT

A.

WHAT MR. CHAVES'S ASSERTION THAT ANALYSTS'

ESTIMATES ARE "OVERLY OPTIMISTIC"?

First, I refer back to my direct testimony at pages 28 to 29. Gordon, Gordon, and

Gould conducted a study and found analyst forecasts of growth outperformed three

measures of historical growth. They explain that this result should be expected

because analysts would consider historical data in making future projections. Mr.

Chaves characterizes the study as .merely an "article that does not support the

conclusion that these forecasts should be used alone"31 Putting aside the fact that I

do not use analyst estimates alone, the authors' own words in a peer-reviewed

journal undermine Mr. Chaves's characterization. The authors concluded:

four methods for

growth in earnings (KEGR), past

We have compared the accuracy of
estimating the growth component o the discounted cash flow
yield on a share: est
roth in dividends (KDGR), past retention growth rate
KBRG), and forecasts of growth security analysts
KFRG). For  our .

performed well, with KBRG, KDGR, and KEGR following in
that order, and with KEGR a distant fourth....

by
sample of ut i l i ty shares, KFRG

the superior performance b KFRG should come as no
surprise. All our estimates o
in the case of KFRG a larger

abnormaligizes that are not
growth....

Before closing, we have three observations to make. First

growth rely upon past data, but
body of past data is used,

analysts who adjust for
` red relevant for future

filtered through a group of secure
COIISI
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As I have testified, to the extent that past results provide useful indications of

future growth prospects, analysts' forecasts of growth would already incorporate

that information." In addition, a stock's current price already reflects known

historic information on that company, including its past dividend and earnings

31 Craves Dt. at 38.

32 David A. Gordon, Myron J. Gordon and Lawrence I. Gould, "Choice Among Methods of Estimating
Share Yield," Journal ofPorlfolio Management (Spring 1989)50-55.

33 Bourassa Dt. at 28.
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history.34 If investors rely on analysts' growth rate forecasts, those are the relevant

forecasts for determining equity costs.

In summary, Mr. Chaves offers no quantitative or conceptual argument to

rebut Gordon, Gordon, and Gould, and offers no evidence that any of the measures

of past growth he has used -. historical EPS, historical DPS, historical sustainable

growth - provides better a forecast of future growth for utilities than analysts'

estimates of growth. Mr. Chaves is using Staffs inputs into the DCF model

mechanically and without considering the reasons for using those inputs.

Unfortunately, Staffs inputs give less weight to the best estimate of future growth

in order to drive down the cost of equity. Frankly, this is a result-driven approach.

Q. DOESN'T MR. CHAVES'S TESTIMONY ON PAGE 38 REFERENCING

PROFESSOR GORDON'S REMARKS AT THE 30TH ANNUAL FORUM OF

THE SOCIETY OF UTILITY AND REGULATORY FINANCIAL

CONTRADICT WHAT THE AUTHORS HAVE

A.
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ANALYSTS

CONCLUDED?

No. In the quoted remarks Professor Gordon does not say anything about past

growth rates. There is no guidance on which past growth rates (EPS, DPS, or book

value) should be used, or what weight past growth rates should be given when

estimating the growth rate in the DCF model. That is the issue. Mr. Chaves states

that "Professor Gordon would temper the typically higher analysts' growth rates

with the typically lower GNP growth rate."35

considering past growth rates that are well below the long-term GNP (or GDP)

I have also tempered my estimate by

34 Id.

35 Chaves Dt. at 38.

FENNEMORE CRAIC
A PROFESSIONAL CDRFORATION

PHOENIX
16



Q-

A.

Q,

A.

growth rate.36 Consequently, Mr. Chaves has no basis for his criticism of my

approach.

DOES MR. CHAVES STATE THAT INVESTORS RELY ON ANALYST

ESTIMATES?

Yes.37 He also states that investors rely "to some extent on past growth as well."

That is true, but he does not demonstrate the extent to which investors rely on past

growth rates .- he simply states that they are considered. Again, if analysts'

estimates and current stock prices already account for past growth, then Staff vastly

overstates the impact of past growth rates in its DCF model. It is, basically, a type

of "double-counting" that produces extremely low results rather than reflecting

investor expectations. As I stated, this is a result-driven approach.

DO YOU HAVE FURTHER REBUTTAL TO MR. CHAVES'S "OVERLY

OPTIMISTIC" TESTIMONY?

Yes. For my second specific response to the assertion that analysts' estimates are

"overly optimistic," I point to Value Line. Value Line is in the business of selling

information to investors, and all of the parties have relied on Value Line in their

cost of equity estimates. Value Line has every incentive to provide accurate

forecasts to encourage investors to continue to subscribe to its publications. Value

Line does not sell stock and has no incentive to bias upward its buy/sell

recommendations and estimates of iiuture growth. Zacks and Morningstar provide

similar investment services. Neither markets stock - they sell information, which

won't be purchased if it is inaccurate or biased. Yahoo Finance is a free service,

but it does not earn commissions from the sales of stock. In sum, Mr. Chaves'
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Se See Rebuttal Schedule D.4-4, column 5. The average of historical growth rates is 4.36%. The long-term
GDP growth rate is 6.6%.

37 Chaves Dt. at 39.
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Q-

A.

testimony is simply wrong. None of these services has any reason to provide

inaccurate information to its users .

DO YOU HAVE ANY FURTHER COMMENTS ON THE TOPIC OF

STAFF'S DCF GROWTH ESTIMATES, MR. BOURASSA?

Yes. I am attaching a copy of document filed with the public utilities commission

in a 2005 California rate case to this volume of my rebuttal testimony. This

document was prepared by Mr. Gary Hayes, a witness for San Diego and Electric

Company. It lists a number of sources that further contradict Mr. Chaves' claim

that analysts typically make upwardly biased forecasts of growth.

Additionally, to further support the use of analyst forecasts of growth, Dr.

Morin statesl

ff' wide/y

Because of the dominance of institutional investors and their
influence on individual investors, analysts' forecasts of long-
run growth rates provide a sound basis for estimating required
returns. Financial analysts exert a strong influence on the
expectations of many investors who do not possess the
resources to make their own forecasts, that is, they are a cause
of g. The accuracy of these forecasts in the sense of whether
the turn out to be correct is not at issue here, as long as they
re et I held expectations. As long as the forecasts are
typical or influential in that they are consistent with
current stock price levels, they are relevant. The use of
analysts' forecasts in the DCF model is sometimes denounced
on

s for only one year,
This objection is unfounded,
investor expectations that are being priced; it is the consensus
forecast that is embedded in price and therefore in required
return, and not the future as it will turn out to be. 9

. _the rounds that it is difficult to forecast earnings and
dlvlden let alone for longer time periods.

however, because it is present
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Dr. Myron Gordon, the same Professor Gordon Mr. Chaves quotes in his

testimony and the "father" of the standard regulatory version of the DCF model

utilized by Mr. Chaves and myself in the instant case, has also recognized the

38 Exhibit TJB-RB1 (COC) (attached).

39 Roger A. Morin.New Regulatory Finance (2006)298 (emphasis added).
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significance of analysts' forecasts of growth in EPS in a speech he gave in March

1990 before the Institute for Quantitative Research and Finance. He said:

We have seen that earnings and growth estimates by security
were found by Malkiel and Craig to be superior toanalysts

data obtained from financial statements for the explanation of
Estimates by

security analysts available from sources such as IBES are far
superior to the data available to Malkiel and Crags. Eq (7) is
not as elegant as Eq (4), but it has a good deal more intuitive
appeal. It says that investors buy earnings, but what they will
pay for a dollar of earnings increases with the extent to which
the earnings are reflected in the dividend or in appreciation
through growth.40

variation in price among common stocks.

Professor Gordon recognized that total return is largely affected by the terminal

price, which is mostly affected by earnings (hence the common use of

price/earnings multiples in evaluating stock prices).

As noted by Dr. Gordon, studies performed by Craig and Malkiel

demonstrate that analysts' forecasts are superior to historical growth rate

extrapolations. These studies show that:

therefore noteworthy that our regression results do
hypothesis that analysts' forecasts

The growth-rate figures we obtained
` al aspects

evaluation of contingencies to which they might

Efficient market hypotheses suggest that valuation should reflect the
information available to investors. insofar as analysts' forecasts are
more precise than other types we should therefore expect their
differences from other measures to be reflected in the market. It is

support the
are needed even when calculated

growth rates are available. As we noted when we described the data,
security analysts do not use simple mechanical methods to obtain
their evaluations of eompanies.
were disti l led from careful examination of of the
companies' records,
be subject, and whatever information about their prospects the
analysts could glean from the companies themselves from other
sources. It is thereafore notable that the results of their arts
found to be so due
simpler and more "objective "

are
more relevant to the valuation than4lt e various

alternatives tat we tried.
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40 Gordon, Myron J., "Pricing of Common Stocks", Seminar (March 27, 1990) at 12 .- 13.

John G. Craig and Burton G. Malldel, "Expectations and the Structure of Share Prices "
Bureau of Economic Research (University of Chicago Press, 1982) Chapter 4.

41 National
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Vander Weide and Carleton finther note:

[O]ur studies affirm the superiority of analyst's forecasts over simple
historical growth extrapolations in the stock price formation process.
Indirectly, this finding lends support to the use
whose input includes expected growth rates.4

of valuation models

Q-
I

THAT'S A LOT OF EXPERT COMMENTARY, BUT WHAT DOES IT ALL

MEAN IN THIS CASE?

A. It means that the level of accuracy of analysts' forecasts is an after-the-fact

evaluation with little relevance to the issues at hand here. What really matters is

that analysts' forecasts strongly influence investors and hence the market prices

they are willing to pay for stocks. Therefore, they should play a prominent role in

a proper equity cost determination. Staff, however, has failed to give these

forecasts sufficient weight in its analysis. Even Mr. Dre ran, who Mr. Chaves

relies on, admits that:

We have also seen that in spite of high error rates being
recognized for decades, neither analysts nor investors who
8l 149usly depend on them have altered their methods in any
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This is my point. If investors rely on analysts' growth rate forecasts, those

forecasts should be used to determine the cost of equity, proportionate to investor

reliance, not in a manner that depresses the import of that reliance. Analysts'

growth rates influence the prices investors will pay for stocks and thus impact the

dividend yields. The dividend yields change until the sum of the dividend yield

plus the growth rate equals investors' perceived cost of equity. Had the growth

forecasts been lower - as Mr. Chaves suggests they should be - the stock prices

42 James H. Vander Weide and Willard T. Carleton, "Investor Growth Expectations: Analysts vs. History"
(The Journal of Portfolio Management, Spring 1988) 78 .- 82.

43 David Dre ran, Contrarian Investment Strategies: The Next Generation 115-116 (Simon & Schuster
l998).
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would be lower and dividend yields would be higher, but there would not

necessarily be any difference in the ultimate estimate of the cost of equity.

Q- HOW DO YOU RESPOND TO MR. CHAVES' REFERENCE To

PROFESSOR JEREMY SIEGEL?

A. Mr. Chaves' reliance on the quote from Jeremy Siegel that "dividends and not

earnings are meaningful" is puzzling.44 The DCF model assumes, among other

things, that a firm will have a stable dividend payout policy and a stable return on

the book value of its stock. Thus, it is assumed that the stock's price, its book

value, dividends paid, and earnings all grow at the same rate. While it is

appropriate to make such assumptions for forecasting purposes, these assumptions

are frequently violated when examining historical data. the

historical growth in the stock price, book value, dividends, and earnings for the

water utility industry has not been the same.45 Estimates of long-term growth rates

should take this into account. Furthermore, I have not used earnings in my DCF

model, I used earnings growth as a proxy for growth. Earnings generate the funds

used to pay dividends. Growth in earnings provides more cash flows from which

dividends are paid. As a consequence, earnings growth is obviously extremely

important to investors, and is therefore an entirely appropriate proxy for growth in

the DCF model.

Of course, I'd also note that I don't disagree with Professor Siegel that the

price of a stock is always equal to the present value of all future cash flows. I am

sure Professor Siegel would agree that future cash flows would not only include

dividends but the future sales price of the stock. As I discussed, an investment in

the stock of a publicly traded utility is much more liquid than an investment in

As it turns out,
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44 Chaves Dr. at 39 -- 40.

45 See Rebuttal Schedule D.4-3 and Rebuttal Schedule D.4-4.
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BVWC. If investors are unhappy with the return provided by a publicly traded

stock they can sell the stock within minutes. On the contrary, an investment in

BVWC does not provide the same level of liquidity. This lack of liquidity creates

additional investment risk.

Q. DO YOU HAVE ANY FURTHER RESPONSE TO MR. CHAVES

REGARDING THE ISSUE OF USING ANALYSTS' FORECASTS AND

THE APPROPRIATE WEIGHT THEY SHOULD BE GIVEN?

A. Yes, I have one more comment. I find Mr. Chaves' reliance on a quotation from

Dr. Burton G. Malkiel is somewhat confusing. Dr. Malkiel is the Chemical Bank

Chainman's Professor of Economics at Princeton University and author of the

widely read national bestseller book on investing entitled, "A Random Walk Down

Wall Street." Mr. Chaves quotes Dr. Malkiel's apparent criticism of analysts'

estimates.

superiority of analysts' earnings forecasts when he testified before the South

Carolina PUC:

Yet, in November 2002, Professor Malkiel affirmed his belief in the

investigations
With all the publicity given to tainted analysts' forecasts and

instituted by the New York Attorney General,
the National Association of Securities Dealers, and. the
Securities & Exchange Commission, I believe the upward
bias that existed in the late 1990s has indeed diminished. In
summary, I believe that current analysts' forecasts are more
reliable than they were during the ate 1990s. Therefore,
anal its '  forecasts remain the proper 4001 to use in
per/Ovrming a Gordon Model DCF analysis.

I believe that Dr. Malkiel's testimony should eliminate any disagreement on this
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issue.

46 See Rebuttal TestimoNy of Dr. Burton G. Malldel, South Carolina Electric and Gas Co., Docket No.
2002-223-E, pp. 16 - 17 (emphasis added).
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IV. REBUTTAL To RUCO'S COST OF CAPITAL ANALYSIS, TESTIMONY
AND RECOMMENDATIONS

A.

Q-

A.

Q-

A.

Q_
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.. Proxies Used to Develop Cost of Equitv

I s MR. RIGSBY'S SAMPLE GROUP DIFFERENT THAN THE

COMPANY'S AND STAFF'S SAMPLE?

Yes. Mr. Rigsby uses three publicly traded water utilities. He used the three

largest water utilities out of the six water utilities that I have used, the same ones

Staff typically uses when performing its cost of capital analysis.

DOES MR. RIGSBY ALSO USE GAS DISTRIBUTION COMPANIES TO

DEVELOP HIS ESTIMATE OF THE COST OF EQUITY?

Yes, he uses 10 natural gas companies. However, the sample gas utilities are less

risky and therefore not comparable to water utilities. His sample water companies,

for example, have an average beta of 0.73, while his sample gas companies have an

average beta of just 0.66.47 That means that the equity cost for the water utility

sample is greater than the gas utilities sample, based on their relative riskiness.

Even though the water utility sample has more systematic risk than the gas utility

sample, Mr. Rigsby assumes that the gas utilities and water utility have the same

systematic risk and are directly comparable. They are not.

CAN GAS UTILITIES BE USED To ESTIMATE BVWC'S COST OF

EQUITY?

Yes, but it is only fair and proper to use gas companies if the results produced by

the DCF and CAPM models are adjusted upward to reflect the water utilities'

additional risk. Mr. Rigsby made no such adjustment.

Q- HAS THIS ISSUE EVER COME UP BEFORE?

A. Yes. In several prior cases, water utilities presented evidence of the cost of equity

47 See RUCO Schedule wAR-7, page 1 off.

A.
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using financial data for a similar group of publicly traded gas companies, which at

that time had a higher average beta than the water utility sample. In rejecting this

evidence, the Commission adopted Staffs argument that because the water utility

sample had a lower average beta than the gas utility sample, the cost of equity for

the water utility should be lower.48

For example, in Arizona Water Company's Easter Group rate case, Staff

detennined, based on an analysis using the CAPM, that the cost of equity for the

sample gas utility group was approximately 100 basis points higher than the water

utility sample group based on the average betas for each industry proxy.49 The

water utility sample had an average beta of 0.59, while the gas utility sample had

an average beta of 0.69. Therefore, Staff"s cost of capital witness in that case, Mr.

Joel Reiker, testified that its estimate of the gas utilities' cost of equity "would

require a sign yieant downward ac8ustment" to make the two industry groups

comparable in terms of market risk.50 Here, in contrast, a significant upward

adjustment to the gas utility sample's average cost of equity is necessary to make

the gas utility sample comparable to RUCO's water utility sample.

Q- CAN YOU QUANTIFY THE ADJUSTMENT NEEDED IN THIS CASE TO

MAKE THE GAS UTILITIES SAMPLE COMPARABLE To THE WATER

UTILITIES SAMPLE?
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Yes. By averaging the results of his equity cost estimate for the water utility

sample with his equity cost estimate for the gas utility sample, Mr. Rigsby has

48 Arizona Water Company (Eastern Group), Decis ion No. 66849 March 19, 2004) at 21, see also

Arizona-American Water Company Decision No. 67093 (June 30, 2004) at 27.

49 Staff estimated that the cost of equity for the gas utilities was 10.4% using the CAPM, while the cost of
equity for the water utilities was 9.4% - a difference of 100 basis points. See Direct Testimony of Joel M.
Reeker, Docket No. W-01445A-02-0619 (filed July 8, 2003), Sch. JmR-7, Sch. JMR- 18.

50 Direct Testimony of Joel M. Reeker, Docket No. W-01445A-02-0619 (filed July 8, 2003) at 26 (italics
original). See also Decision No. 66849 at 21 .
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depressed the cost of equity estimates. For example, the average of Mr. Rigsby's

CAPM estimates for the water companies and gas companies are 6.14 percent and

5.76 percent, respectively. This is an 38 basis point difference, which reflects the

relative riskiness of the two sample groups.

Q, HOW WOULD YOU FACTOR IN THE DIFFERENCE IN RISK

INDICATED BY THE AVERAGE BETA OF EACH UTILITY GROUP IF

YOU WERE TO USE THE GAS UTILITIES?

A. By using the CAPM, as Staff did in the Arizona Water Company case. As I

explained above, the difference between the results produced by Mr. Rigsby's

CAPM model is 38 basis points. Because of the method used by Mr. Rigsby to

implement the CAPM, however, 38 basis points understates the required

adjustment to properly reflect the gas utilities' lower investment risk. I f  my

method and inputs are used instead, simi lar to the method used in the

aforementioned Arizona Water Eastern Group case, the risk differential is 110

basis points, calculated as follows:

Historic MRP

Current MRP

Average Gas Utility Sample

Average Water Utility Sample51

Difference/Risk Adj vestment

Bi
5.2% +

5.2% +

Beta

0.66 X

0.66 X

BQ
6.7%

11.2%

K

9.6%

12.6%

11.1%

12.2%

1.1%
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Given this difference, it is clearly inappropriate to simply average the gas utilities'

equity cost with the water utilities' equity cost, as Mr. Rigsby has done. This error

51 See Rebuttal Schedule D413.
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assumes that an average gas utility has the same investment risk as an average

water utility, which is simply not the case at the present time.

Mr. Rigsby's use of gas utilities depresses the cost of equity for BVWC.

As a result,

Q- ARE THERE ANY OTHER INDICATIONS, BASED ON RUCO'S GAS

UTILITY SAMPLE, THAT BVWC'S COST OF EQUITY Is

CONSIDERABLE HIGHER THAN THE RECOMMENDATIONS OF

A.

RUCO AND STAFF?

Yes. The Commission recently authorized a 10.0 percent return on equity for

Southwest Gas Corporation." Moreover, in August 2009, Staff recommended a

10.0 percent return on equity in a recent rate case for UNS Gas.53 The Commission

authorized an equity return of 9.5 percent.54 The water utility sample group has

significantly more market risk than the gas utility sample group, and therefore has a

higher cost of equity. The indicated cost of equity for BVWC, based on the

Commission's recent decisions for Southwest Gas and UNS Gas, is 10.85 percent

(9.75% + l.1%, as shown above). That equity cost is substantially higher than the

cost on equity produced by Mr. Rigsby's models, 7.93 percent, or the 9.0 percent

equity return he has recommended for BVWC. Again, it is apparent that

something is wrong with the methods and inputs Mr. Rigsby has used in this case.

B. Criticisms of RUCO's Implementation of the CAPM

WHAT OTHER CONCERNS DO YOU HAVE WITH RESPECT TO MR.Q-
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A.

RIGBY'S CAPM ANALYSIS?

I have five other concerns with respect to Mr. Rigsby's CAPM analysis. First,

Mr. Rigsby employs a geometric average in calculating the market risk premium in

52 Decision No.70665 (December 24, 2008).

53 Testimony of David C. Purcell, Docket No. G-04204A-08-0571 (June 8, 2009) .

54 UNS Gas, Inc.,Decision No. 71623 (April 14, 2010) at 42-43.
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his CAPM.

estimate downward.

His choice to use geomehic average depresses his cost of equity

As various finance experts have explained, an arithmetic

average is the correct approach to use in estimating the cost of capital.55 In fact,

the CAPM was developed on the premise of expected returns being averages and

risk being measured with the standard deviation. As Dr. Morin states:

Since the [standard deviation] is estimated around the
arithmetic average, and not the geometric average, it is logical
to stay with arithmetic averages to estimate the market risk
premium. In fact, annual returns are uncorrelated over time,
and the objective is to estimate the market risk premium for
the next year, the arithmetic average istle best unbiased
estimate of the premium.

My exhibit TJB-RB2 (COC) (attached) is an excerpt from Dr. Roger Morin's

textbook on regulatory finance, which provides a detailed discussion of this issue.57

Dr. Morin cites several academic studies and widely used textbooks that explain

what the arithmetic average is and why the arithmetic average is the correct

average to use when estimating the current cost of equity. The conclusion of the

financial experts is that while the geometric mean is useful in comparing what

happened in the past, it should not be used to determine estimates of expected

future returns, future growth rates, or market risk premiums .

Q, WHAT Is YOUR SECOND CONCERN?

A. Second, Mr. Rigsby incorrectly uses the U.S. Treasury total returns rather than

income returns. As I explained in my direct testimony, the market risk premium is

calculated by subtracting the risk-free rate from the market return.58 As shown on
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55 Richard A. Brealey and Stewart C. Myers, Principles of Corporate Finance 156-157 (7th ed. 2003),
Morin, supra at 156-157, Ibbotson SBBI 2009 Valuation Yearbook 59-62.

56 Morin, supra, at 157 - 157.

57Morin at 133 -43.

58 Bourassa COC Dt. at 30.
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Schedule WAR-7, at page 2, attached to Mr. Rigsby's direct testimony, the total

return used to calculate the market risk premium was 5.6 percent. This was the

average total return on an intennediate-term Treasury (1926-2008) as published in

the 2009 Ibbotson SBBI Valuation Edition Yearbook (Table 2-1). By contrast, the

average income return for an intermediate-tenn Treasury security was 4.7 percent.

The reason that an average income return must be used, rather than the

average total return, is very simple. The CAPM is a risk premium methodology

that is based on the premise that an investor expects to earn a return equal to the

return on a risk-free investment, plus a premium for assuming additional risk that is

proportional to the security's market risk (i.e., its beta). U.S. Treasuries are

commonly used as a proxy for the risk-free rate because they are backed by the

United States government, effectively eliminating default risk. The income return

is the portion of the total return that results from the bond's periodic cash flow, i.e.,

the interest payments. The income return provides an unbiased estimate of the

riskless rate of return because an investor can hold the Treasury security to

maturity and receive fixed interest payments with no capital loss or capital gain. If

the total return on a Treasury security is used instead, additional risk is injected

into the CAPM estimate, which is inconsistent wide treating the security as a

riskless asset. As explained by Ibbotson:

risk premium is that the income return on the appropnate-
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Another point to keep in mind when calculating the equity

horizon Treasury security, rather than the total return, is used
in the calculation. The total return is comprised of three
return components: the income return, the capital appreciation
return, an the reinvestment return. The income return is
defined as the portion of the total return that results from a
periodic cash flow or, in this case, the bond coupon payment.
The capital appreciation return results from the price change
of a bond over a specific period.
change in reaction to unexpected fluctuations in yields.
Reinvestment return is the return on a given month's
investment income when reinvested into the same asset class

Bond prices .generally
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in the subsequent months of the year. The income return is
thus used in the estimation .of the equity risk premium
because it represents the truly riskless portion of the return.

As a consequence of incorrectly using U.S. Treasury total returns as well as

geometric average, RUCO's CAPM estimate dramatically understates the cost of

equity for the water utility sample. If an intermediate-term Treasury security is

used as the proxy for the risk-free rate of return, the market risk premium would

increase from 6.1 percent to 6.9 percent using the conceptually correct arithmetic

averages.

Mr. Rigsby incorrectly uses a 5-year U.S. Treasury rate as his risk-

free rate. This depresses Mr. Rigsby's CAPM cost of equity estimates. Use of a

short-term treasury rate is conceptually incorrect. As Dr. Morin states 1

Third,

dividends last
government bonds,

At the conceptual level, because common stock is a long-term
investment and because cash flows to investors in the form of

indefinitely, the yield on very long-tenn
namely the 30-year Treasury bonds, is the

best measure of the risk free rate for use in the CAPM and
risk premium methods. The expected stock return is based
upon an
holding period. Utility asset investments generally have long-
term useful lives and should be correspondingly matched with
longer-term maturity financing instruments. Moreover, short-
term Treasury bill yields reflect the impact of factors different
from those influencing the yields on longer term securities
such as common stock. 0

Currently, the difference in yields between a 5-year U.S. Treasury and a 30-year

long-tenn cash flows, regardless of individual's

U.S Treasury is over 130 basis points.

Q- WHAT ARE THE FACTORS THAT MAKE USE OF SHORTER TERM

RATES DIFFERENT?
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A. According to Dr. Morin, "short-term rates are volatile, fluctuate widely, and are

59 Ibbotson at 75-76.

60 Morin at 151 .- 152.
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subject to more random disturbances than long-term rates leading to volatile and

unreliable equity returns."61 He goes on to state that "on grounds of stability and

consistency, the yields on long-term Treasury bonds match more closely with

expected common stock retuins."62

earlier this year that it will continue to hold interest rates down to support

economic recovery, resulting in extremely low short- and intermediate-term

Treasury rates .- precisely the type of manipulation that Dr. Morin warns of in his

text on regulatory finance, quoted above.63

For example, the Federal Reserve announced

Q- WHAT Is THE FOURTH PROBLEM WITH MR. RIGSBY'S CAPM
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A.

ESTIMATES?

Mr. Rigsby has ignored current market risk. This Commission has consistently

approved the use of a current market risk premium in implementing the CAPM in

water and wastewater utility rate cases.64 In this case, Mr. Chaves has developed

his CAPM estimate using a current market risk premium.65 RUCO has ignored

current market risk, and instead has relied exclusively on incorrectly calculated

historic market risk premiums. This depresses the CAPM result.

Changes in the current market risk premium have been a significant factor in

the cost of equity authorized by the Commission for water and wastewater utilities.

In Arizona Water Company's Eastern Group case, filed in 2002, Staff computed a

current market risk premium of 13.1 percent in its CAPM estimate, and relied on

that market risk premium in estimating a cost of equity of 9.2 percent, using the

61 Id. at 152.
62Id.
63 See, e.g., "Federal  Reserve holds rates steady," Yahoo Finance (January 27,  2010).

64 See,  e.g. ,  Chaparra l  C i ty  Water Company, D ec i s i on  N o . 68176 (September 30,  2005),  D i rect  Test imony
o f  A l e j a n d r o  R a m i r e z ,  D o c k e t  N o .  W - 0 2 1 1 3 A - 0 4 - 0 6 1 6  ( M a r c h  2 2 ,  2 0 0 5 ) ,  S u r r e b u t t a l  T e s t i m o n y  o f
A le j andro  Rami rez ,  Docke t  No.  W -02113A-04-0616 (May 5 ,  2005) .

65 Chaves Dt.  at  29, Sch. PMC-3.
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same six sample water utilities.66 At that time, the country was in the midst of a

recession, and, according to Staff, interest rates had fallen to the lowest levels since

the 1950s.67 Moreover, the average beta of Staffs water utility sample group was

only 0.59 at that time, indicating that investment risk for the water utility industry

was low relative to the market.68

Two years later, Arizona Water Company filed a rate case for its Western

Group systems. Interest rates had increased from the levels in 2003, and the

average beta of the Staffs sample utilities had increased as well, indicating greater

investment risk. However, Staff's cost of equity estimate was virtually identical to

the Eastern Group case, 9.1 percent. 69 The primary reason was that Staffs current

market risk premium had dropped from 13.1 percent to 7.8 percent.7° The

Commission, in adopting Staff' s CAPM estimate, relied on this change, explaining

that "while interest rates have gone up, the cost of equity for the market as a whole

has decreased, while the cost of equity for utilities has remained relatively

stable_"71

More recently, in Black Mountain Sewer Corporation's rate case, the

Commission relied on a further decline in the current market risk premium to

support Staffs recommended 9.6 percent cost of equity.72 In that case, interest

rates and the average beta of the sample group were even higher than 2003 levels,

66 Decision No. 66849 at 21, see also Direct Testimony of Joel M. Reiker, Docket No. W-01445A-02-
0619, 24-25 (July 8, 2003).

67 See Direct Testimony of Joel M. Reiker, Docket No. W-01445A-02-0619, 5 (July 8, 2003).
68 See Direct Testimony of Joel M. Raker, Docket No. W-01445A-02-0619, 23 (July 8, 2003), see also
Decision No. 66849 at 20.

69 Surrebuttal Testimony of Alejandro Ramirez, Docket No. W-01445A-04-0650, Sch. AXR-8 (May 25,
2005).

70Id.

71 Arizona Water Co. (Western Group),Decision No. 68302 (November 14, 2005).

72Black Mountain Sewer Corp., Decision No. 69164 (December 5, 2006).
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and while the result produced by Staffs models was higher, the increase was not as

large as would be expected. The reason was that the current market risk premium

had decreased to only 5.7 percent, reducing the result produced by the CAPM.

Thus, while interest rates increased and the investment risk of the water utility

sample had increased, Staff explained that those increases were offset by a decline

in the current market risk premium, indicating that the overall risk of the market

had declined and, therefore, that the cost of equity was lower.74

As these decisions show, not only has the Commission consistently

considered the current market risk premium, but changes in the current market risk

premium have had a major impact on the cost of equity, offsetting changes in

interest rates and water uti l i ty betas in recent cases. Even Mr. Rigsby

acknowledged the importance of considering current market conditions in

determining the cost of equity:

Consideration of the economic environment is necessary
because trends in interest rates, present and projected levels
of inflation, and the overal l  state of the U.S. economy
determine the rate of return that investors earn on their
invested funds. Each of these factors represent potential risks
that must be weighed when estimating the cost of equity
capital for a regulated utility and are, most often, the same
factors considered by individuals who are also investing in
non-regulated entities.7
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In light of the current volatility in the financial markets, the failure to

consider current market risk grossly distorts the CAPM result. As previously

stated, Staff normally utilizes the current market risk premium in its CAPM

73 In the Black Mountain case, the intermediate-term Treasury used by Staff in its CAPM was 4.8 percent,
while the average beta of Staff's sample group was 0.74. Surrebuttal Testimony of Pedro M. Craves,
Docket No. SW-02361A-05-0657, Sch. PMC-2 (May 4, 2006). In Arizona Water's Eastern Group case, in
contrast, the intermediate-term Treasury used by Staff in its CAPM was 3.3 percent, while the average
beta of Staffs sample group was 0.59. Direct Testimony of Joel M. Reiker, Docket No. W-01445A-02-
0619, Sch. JMR-7 (July 8, 2003).

74 Black Mountain Sewer Corp., Decision No. 69164 at 25-26.

75 Rigsby Dr. at 38-39.
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estimate, and Mr. Chaves has done so again in this case. Consequently, RUCO's

use of two historic market risk premiums (one of which is conceptually wrong for

the reasons given previously) without considering the impact of current market risk

on investor expectations invalidates RUCO's cost of equity estimate.

Q. WHAT Is YOUR FIFTH CONCERN WITH MR. RIGSBY'S CAPM

A.

ANALYSIS?

Fifth, and perhaps most importantly, Mr. Rigsby's CAPM estimate is below the

current cost of Baa investment grade bonds, which is approximately 6.0 percent.76

The following are the results of Mr. Rigsby's CAPM as shown on WAR~l, page 3

of 3:

Q~

A.

Geometric mean CAPM estimate - water companies 5.44%

Arithmetic mean CAPM estimate - water companies 6.83%

Geometric mean CAPM estimate - gas companies 5. 13%

Arithmetic mean CAPM estimate - gas companies 6.39%

Overall CAPM result 5.95%

A simple reality check should have caused Mr. Rigsby to question his inputs to the

CAPM. This further il lustrates that RUCO's methods are not only biased

downward, but should not be used.

A. Criticisms of RUCO's Implementation of the DCF

DO YOU HAVE ANY CONCERNS REGARDING MR. RIGSBY'S DCF

ESTIMATES?

Yes. RUCO's method of estimating his growth rates is subjective and cannot be

verified or replicated, in contrast to the methods I use.

Mr. Rigsby relies on projected sustainable growth in order to estimate the dividend

In his DCF model,
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26 76 Federal Reserve, May 20, 2010.
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Q-

A.

growth rate. The difference, however, is that the key inputs necessary to estimate

the internal or retention growth rate are not disclosed by Mr. Rigsby.

WHAT ARE THOSE INPUTS?

Internal or retention growth is the expected growth in dividends due to the

retention of earnings. Retention growth is dependent on the percentage of earnings

retained (the retention ratio) and the expected return on common equity that is

applied to the retained earnings. Thus, the internal growth rate formula is :

Retention growth rate = Br

Where: b = the retention ratio (1-dividend payout ratio)

r = the expected return on common equity

The problem with Mr. Rigsby's implementation of this formula is that he does not

disclose the retention ratio or the expected return on common equity used to

calculate the retention growth rate. As a result, it is impossible to verify the

accuracy of his calculation of internal growth (Br) .

Mr. Rigsby lists various sources of data,77 and he also attaches various

materials to his direct testimony. But there is no explanation of how any of these

materials were actually used. This approach effectively allows Mr. Rigsby to

simply select a growth rate that falls somewhere within a broad range and cannot

be verified.

Q- DOES THAT CONCLUDE YOUR REBUTTAL TESTIMGNY ON COST OF

CAPITAL?
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A. Yes. Although my silence on any issue does not constitute agreement with the

other parties .

77 Rigsby Dr. at 25-30.
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Appendix B I .

Analyst Growth-Forecast Research

Thlis survey, prepared at the request of SDG&E by Dr. James H. Vanda Wefidc,

Reseamill Profcksor of Finance and Economics at Duke University, summarizes Nina

articles that address whether analysts' growth forecasts are overly optimistic. Seven of

the nine articles reviewed find no evidence that analysts' growiix forecasts are overly

optimistic. Two End evidence of.optimism, but also conclude that optimism has been

declining sig1uliiicauuA"1y over time. Of these two Studies, one Ends that alnalys»ts' fourecasls

for the S8cP 500 are pessimistic for the last four years of Ehe study. The summaries are

r

listed iN ¢hronolo.gical order.

Crichiield, T., Thomas Dyclcrnaxnand JoscfLakonishok (1978). "An evaluation of
security analysts' forecasts." The Accounting Review 53 (3): 651-668 .

The auiihcrs study the ability of serenity analyst to provide unbiased estimates of earnings
pershurtamidcclmparcanaljrsiii' forbcaststo &necasWnnadem sinnpk statistical
models based on historical EPS data. Their study is based on day during the period 1967
-; 1976 firm the Earnings Fonda-fter published by Standard & Pours, and the iinlal
sannp1cccnsisIs o§46 iirifis. The aulilaurs ecmcludethatdieanzdystspczrfornciwellintenns
ofiumcalstanucunucgvwhmeunulpauneduothefexecustsprcdueedbyEvestalistioalnnndels.
Their we also support the hypothesis that analysis predict BPS ciimnges without
significant systenrxamic bias.

Elton, B: I., Martin I. Gruber and Mustafa N. Gultekin (1984). "Professional
expectations' accuracy and diagnosis of errors."Journal q/Financial and Quantitative
Analysis 19(4): 351-363. .

2

1

1

i

The authors examine five questions regarding analysts' EPS forecasts: (1) what is the
size and pattern ofanalysts' errors; (2) what is the soWce of errors; (3) are some firms
more difiicdt to predictthanothers; and (4) is there an association between errors iN
forecasts and divergence Ofannalysts' estimates. The authors use the I/B/F/S database of

¢8m5ngg forecasts for a sample of4I4 Ennis for the three years 1976 through 1918, and
they compare the I/B/E/S forecasts to actual earnings for each of the next two years. The
authors conclude that analysts were accurate in estimating the average level of growth in 2
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earnings for all stocks in the sample. However, analysts did have greater divergence of
opinion for some industries, and the diversion in analysts' opinions is positively related to
forecast error.

Givoly, D., and Josef Lakonishok (1984). "Properties ofanadysts' forecasts ofeamings: a
review and analysis of the research."Journal of Accounting Lifera1ure.3: 119-.148.

. Givoly and Lakonishok review the status of Mlle rcsarch on security analysts' forecasts
up to 1984, ad they conclude that: (1) the pedioxmaxiee ofalnuzlysW forecasts is 'm
genmdsuperior tothatofstatisticalmodels, arauh&mkconsismtM& :national
mnhdraet for forecasting services, where the higher costs otl51nan»oial analysts' forecasts is
compmsatedWith m¢(2) Enasucial analysts' fowccasts incolporatc
the past history ofrealizatiolns ind puledictioxs 'm an unbiased manner.

s

I
E
i

Brown, L. D. (1997). "Anlalyst forecasting errors' additional evidence."Fbzaneial
. Analysts Jota-nal November/Decemben 81-88.

"'* *

Using data ions I/BIBIS for the period 1985 - 1996, Bipwn studies whether:
(1) analysts' forecasts are optimistic; (2) potential opdnnuiastic bias is constant over time;
baud (3) ammdysts' forecasting errors are snuadler for S&P 500 linus, iinuus with large
nuzuketcqiitalixndtion, Iimnewitlxgrwiteranalgrstfollowing,amd tinrUsinparticular
industries. For the entire period, Brown finds that model aid Medium vducs of analysts'
forecasteuursarezermbutmeaneuurs are negative. Hands Ilzatthenegativemean
forecast errormumEra a relamtiveiy small number of large forecast errors,
Mt¢seerrors are associzwtedwith largie aecouutingwrite-dfI°`s forasnmallnumherof
Exnnxinartainyears. Ilea»dlditinn,he iimdsthat: (1) the mcan inalyst folrwast error
dedealses signifioaxnitly ewer the period of his study; and (2) bias ofriwan
forecasts forS8zP 500 iixwmsissiglrliicantlylessthanoptimisibbias fnrallirlihlgand,
ind1eed,ana1]¢sts for.S&P 500 Iirmms ares on avagige, pwinmistic for theyears 1993 -
1996; (3)oiJtiIIiistic bias is kiss forlaqe Erma than iorsmall firms; and (4) optimistic bins
is 1css.for Sums iIl°°wiI1 hdusnriu compared no other iudusulies, aim the beet Rareoasts
for the following industxiesr foodandreltitedptodileisg
conmumicaticms, amid electric, gas, sanitary services.

i

Keane, M. P., sind David B. Rmmkln (1998). "Axe financial analysts' forecasts of cotpcmate
profits mtiomual." The Jounwrlof  Polit ica lEconomy 106(4): 768-805.

i

Keane and Rankle dclnnonstratc that previous inferences regarding analyst optimism are
strongly affected by correlation in analyst forecast errors across forecasts and Erma and
by unexpected accounting write-offS and special charges. They develop a new estimator
of bias that gives correct statistical inference when forecast errors are correlated, and they
show that previous studies' failure to account for correlation led to a. ccmclusion that
analysts are optimistic. Using anI/B/E/S database ova the period 1983 - 1991, they also
demonstrate that a correct test for analyst optimism leads to the conclusion that analysts
are unbiased.
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In addition to problems caused by correlation in analysts' earnings forecasts, the authors
also address the probe : caused by lmanticipalled aocoumtiug aoauals. Similar to
Abarbanell (2003), they dexnuoustmte that statistical tests ofoptimism are distorted by
discretionary spedal accounting charges 'm the £u:eeals¢ period. Failure to adjust for
discreiionaryqzecial arm ing char8esintheoompauqrsauuupleuuderstlldydistorts
statistical results in the direction offzwuring the conclusion ofbiased analysts' forecasts.
Threaudunuuls coricludetbaithe evi<lel l1ceiritheirpaperst1lou1g1ys1l;:lportsMWewWat

professional stock market analysts make ralinmal forecasts of earnings per share for the
compaulics they follow.

i

Abarbanell, I., and Reuven Lelaavy (2003). "Biased forecasts or biased earnings? The
role of reported earnings 'm explaining apparent bias Ami over/underreaction in analysts'
earnings forecasts."Journal ofAccoun!ing & Economics 36: 105-146.

4

Abaxbandl au~dLellanyinvesdgatcwhddlar tlxe apparent bias 'malnalysw' earnings
fowecasWthntappeansinsommeseanrchstudihiswQlainuadby1argsiccoflm@ngwxite-o&
andapécidcizmrgcsnnadebyasmallnnJnnl]:erofsa1nplnEnn&s. 'l`lieA1:alb'all~elllI.eilavy
studyisbaicdonalzmrgedauiiaseofcomsmsuseahuixugs&urems»hpnbovidudbyZ9l¢imfor
5icpdoidl9B5-1998. WheuAharbamIl/Lelnwvy euamiunjme ofatmalysts'
fowc£litd'6novdllhisEmepdrind, awymmamaememlysuusuwinaimuonmaf

.supportstlmeaxgumrwaxforanalystoptindsmisaaindylzrgenngutivemeamforeeasteiuur.
.Inconuast,d1enuedizuieu»oriswo,s1lgg¢slingwm;nm'1=eqf¢srec¢s¢s,wilalhepqceusage

u f p o s R i v ¢ " " i s " ' " . C d

(48 paudtvusus40 Pu¢ent),suggati:u~g apparentaxnualystpessimisan. Silu&il1ImoBrown
(1997), Aharbanellllxllawy euQlanin this pheumnmtmbyubsuving1l1attl1eleRhil(the
opdmisdctailotl&e digtacibution) coffins dgnifcantlymoxemMemc erruusofgluaner
magnitude Man the tight his(&n pdsdmistic tail) of me distxibudan.
Abaxbannll/l'4l1avy'a couuclusionissuppourtedbya camrela16omstudy&atexamincsthe
relatio1ms&aip bdweenmmemonega6ve fcncastarcn wi iw¢neme nop1iveun~e1:pe1cmed

acucuals. Theconrelartionshzdyiniicatesa.Ji1redccm1e¢|ioubdvvwnt!xe exlremeexmors
inthekktailofthoemordistrl'butionandun~a¢peet9daccammudn~gacmmals. Once the
e&ledofa~ecountingaedua1sisremovedthestudy. AbarbapsWLchanry HnH&atthe.mcan
foreczsfeuum beeomns zero, imdioaiug that there is no tendency Mr axmalysts' foxeasts to
be optimisdc.

Ciccamz, S. I. (20u5)_ "Birds in analyst musings forecast pumpazdes." Intandiond
Review ofF'iumIciaMna4str 14: 1-22.

i

Ciceamz examinssuenuds'manaIysts&mecastdispe1rsion, errur,a1doptimismusingFirst
Call 120,022 quarterly obsezrvardons &om [990--20Ul. He iixnds Wat analyst opiunism
dcclimeddgniicandyovathepcxindofhissnmdyand&:atauna1ysts'fn:z=eQmfa;
proihbleilmabeuamnspessiiunislicinlhelastsevul=illy'msofhis studypetiod. He
conchldesd1atanalYst°P*ilIli8nisnolongeranissueandH1at,"[i]fangrd1ing, =M1YStS
hzweancwcancanz caumin9pesdmiszn&rproEt5nIuus." . iI
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41!""'\... Clarke, J., Stephen P. Ferris, Narayanan Jayaraman, and Jinsoo Lee (2006). "Are analyst
recommendations biased? Evidence &odd corporate bankruptcies." JournalofFinaneial
and Quantitative Anabavzls41(1): 169-196.

The authors test whether a bias exists in analysts' recommendations for firms thattiled
for banlauplcy in the period 1995 - 2001 . Their database consists of a final set of 289
firms that tiled for bankruptcy during this period and that have IIB/FJS analysts' forecasts.
As a comparison sample, the authors identify a matching group of fems with the same
sec code and that have a similar likelihood ofbalnlnruptcy asineasured by the Altman z-
score. The authors test for optimism by comparing the analysts' recommendations for the
companies in the bankrupt group to the matched sample of companies in the non-
bankrupt group in five categories-strong buy, buy, hold, under-perform, and sell. They
and that, on average, analysts' recommendations are significantly lower for the
companies that eventually gobanlnupt than for the matched companies that do not tile
for bankruptcy. From this comparison, the authors conclude that the hypothesis that
analysts' recommendations are optimistic should be rejected .

4

Yang, R., and Yaw M. Mensch (2006). "The effect of the SEC's regulation fair
disclosure on analyst forecast attributes."Journal of.Financfal Regulation and
Compliance 14(2): 192-209. '

v

.¢=*¢\

Regulaxioum whir disclosure ("Reg. FD"), issued on October 23, 2000, prohibits selective
disclosure of non-public iniioitmatiomx Tb Eluwlumerisl asnsdysts, investors,

.and mu: prior unnaMcinng it available to the geuelumlpohiic. Before the ixnplemenxafion
of keg. sn,mosrooinseeooeosnsvnfnmxysuwereaooessibleoqlymoouimmomyse
and instihrtiodil °mvestors. Theaut1|ours examinewhet11iarReg. FD hasini1uaoced
zmadysts' emlnings forecast accuracy :mod forecast dispersion for coinpanics that routinely
condwct eonferenoecallsas wcllas Rareonupanies thatdo.motcondllctc#omfemeneec1ils.
Using VBIE/S fcuecast datafor the period October 1998 ¥i1t°\1e11 sq;mmb¢2002 and
12,806 Elm-'quarter observations in pre-Reg FD period and 13,1045m.qum:¢¢¢
observations 'm the post-Reg FD period, Alic authors examine the desalipitive siillistics of
analysts' forecast moms in tixepre-Reg. FD and post-Reg. FD environments. They
coolcludothatkeg. FDhad1itttcinfluencconamdysts' iuurecasterrorsc themeanforecast
Unum was appxoudmntely Zen 'm both the pre-and post-Reg. FD periods. -

i

a

8
i
i
I

I

:

a

1

I

¢-v°~

Appendix B~4
\

2 fE

»

i

i



Bella Vista Water Co., Inc.
Northern Sunrise Water Company Inc.
Southern Sunrise Water Company Inc.

W-02465A-09-0411, W-20453A-09-0412, W-20454A-09-04139
W-02465A-09-0414, W-20453A-09-0414 and W-20454A-09-0414

Thomas J. Bourassa
Rebuttal Testimony

(Consolidated Cost of Capital)
May 25, 2010
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Appendix 4-A
Al?ll=hmetl¢ versus Genmetrim: Means in
E&timating the Cost hf ¢apital

. . 1  . .

: . ,z

g
i 3 = ..

Theus¢.ufthcaridmcue¢i¢amean alppears~eounn=r-lmu1i:iveat514s¢
we¢qmnnn=ondy usedxegieomeuiemeanmemtutomeasune&¢ave1@ageannua1
alachieved :sebum over same time period. Foreucample, We long-term pedot-
mance of a psiufdio is inequiently assessed using We geometric mean return.

BwpiU =¢ewm&a1omM4 aiidccistof capital estdmluwenion is
Mesminnaning so eostof capital, dmg0aa into cbwan

du4esa:1eofneu:rnd\acinve*.muu°seaepwt,mawis,atal4a:ameofnewm.on
a~»~=w=le\=~ inv.¢s4uw»¢=np@lac;:~;¢¢ m g :Unum

is an geometric pmudzwnwe;,,&e au&fliinme6c avenge is Up
unbiased e&%w@awed vdueofregeaned ahsaawwiiiiaus.of amzlndoum
v8li1\b4=¢» not the geomeuicmean. This appendix fonrmlly illuSuaWes Watody

n=edc averzlges canbe l i lsed asesdmates ofoostof capital, and&adne
georneaic nwanisnotanappropriane measure of cost of canpitzd.

;

market.

ansalvexsahe qnwion .of :Unum you would

M y invesMeaxt gnmnvdi uwwh me
Tianasmi1Ianum@&@uweaiI.allswv*¢i*.s>Micqusxdw
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if wullautwawvdxmams n Ms Blest M ' & -Munmula
wM.be nsimznasinngia&
s f  : fwMieh, mluepunuudai emu:1InnnMpMIs
wghgbmgy disftdlaiMien of wdiitls weaitk. i

E5While dxegeometric m¢anis doe best es8numne of paémnnnzauoe overalung
periodofdmn,thisdnesnotoou1uudictd1csta1Mnentd1ar thsadlhnmedc mean
oomnpoundedoverMe mxnnberof ywxsthaman invesunentis  held prov ides
Mbbes tesdmateddaeend ing  wea l th  vddeo fd1e  inves tmen t .The |1eason
is&ntmiaves»m¢anvv i t l1 have  a i l i s iwwnd ins  v rmldn

Sinnp1yea ~(wi&caWainty) in colnpolu1n=d
.erfgeanne£lila1:wofmeWu1evay~.year. wanfls, wnuemoqnmgr, or ewnmmm

1948344 9 @ M d b y ¢ ,¢¢ h @8une,@¢¢l@,¢81rn5&gmi$
1¢§tby lowe: ; earpaWbdWWrllrs-

h1capisa1 anna1daets, winemendnrns are apmubmbilitydisuribudon, die answer
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estinnnéngdiseountnates and&eeostofeapital.
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1996
1997
11998
1899

2001
2002
2003. .

ears

11.61%
11.61%
11.61%
11.61%
11.61%
11.61%
1 1.61%
11 .61%
11.61%
11.61 %

50»6%
-s4.7%

985%
42.22%

-82.3%
- 39.2%
158.2%
.- 10.0%

88.9%
2o.cx=%

0.0%
11.6%
11

548%
28.7%
11.6%

standarcroevgation
Al1tl'i¥'lTl"81t¢ mean

Mean

TABLE 4A-1
GEOMETRIC vs, ARITHMETIC RETURNS
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dncgeomeuricmeanis dteccwneameasl.\reofremxn,anedaatisumpiiesthax
badustocitsarceqalallyr-isky dnoetlneyhavethesamegeomeuicmean.No
MtiQmlinVesuorv\£Wl&aansi6¢r¥h¢5ifsIstQckequally asdskyasthe second
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Chapter 4: Risk Premium

d.eciles, the aritlmmedc mean owmerfoxms the gconmeuic mean in dais smdstical
regression. Moreover, We constant of ariltlnunetic m=¢an egression matches do
.aveuage..Tmeasury boric Me and 8828988 ewnamic sense while the
wns©aaE~far~i11q mmdnas is simply

ow g»eomefu1¢~méair.is (if v¢4aw-sf ad. as a
mesuiti apaiar jaawnawewwaingwnmwu seaanvamiuily.

'Nlnei folltxwillg. illusismtiaa is &1aq1ulae4nH;y"inve»la=d.ifn. dofwme of \i1¢
mean. Supposethata snodzfs pwformancsovera two sear period is nepmesenta-
tive of the piobanbility distribution. doubling 'm one year (to = .100%) ad
halloing in the next (F: = -5096). 'me smock's puiioe ends up exaualy what
it stared, and the geometric avwage annual felon over the two-year period,
r,, is zero:

a
t 1 '

E

- ; | +4=.K1+% +91422

iN + ' lm - .5v;1*1¢~ e 1

r , = 0

s

4

4
§ aniiinnseuw

A

Mom a yea-by~year mum. would have replicated the total
renunean1edonth¢e sWlck.Thecxpectedannudgiuawunzerateofreturnouthe

nett we, however. his av¢lmg=0f 1G0f% Mina -50%,
(100 -50)I2 = 25%. 'I!rexe.are twp equaMy.l1iI=ely auiaeoxnea par dollar
invlesteér tzithmagin ezf$i.'W'l=N'=n1: = 141994/»¢raI8ussof$630 Widen r =
-56%. 'rl1==e==n~wre¢zlpwodixf is($~1 -$.5W2 = 888£8: ¢25%~e:epe¢¢ed.rame

_11f.n=urru;Tlisp1nlnI8tiattm9oedyemmwe§1wwn»xaf§smlxa&\elosaindsebad=
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What Academics Have to Say

Bowie, Kane, and (2005) cite:

Which is the sqperidr measure of inveshnent pafdrnnanee, the
a:il!11rIH\¢!i¢ awweangls or tl;egenlnnel::iic avnen°age?T'hogeowun1et::i4c ava-
agehas~wan§ida1aab1¢s|gpeed.hneeauseicnnpwennrsuhneonsaamrane
ofnewrnwewcuMhave ne1ed&dnoeam'meachyear|som,atch
asnuadpe1rEumnlmnnceo»versomepastlmvestm&ipaiod.liisan
exaeNlenmt mmnxe uf,p~ans'¢'pbsEumlnalamies. However, four focus is
on thmznthewariihun|nwaa aWe4w|g».is aw smésmic
of Bewulse it is. an ¢S!i1nrliwu¢ nfxhn pom8tEolio's

cites-not ¢hanlge~oanuatime}. In aowlnast. iiiewiwse We gaeaneade
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it constitutes a downward-biased estimator of the stock's expected
xemtm 'm any fulmie year.

the arifliunnetic avleuage is the remer guide to fiiU1t=e pexrfor-

.. Blédieg " 3 . . . . .  t i n  f é l w r o f i h e
iI1eh'¢st'es61nuate vaiuaemf tliegwsann

i t the expscwnl. saline of the disuriigfutign, n is
mostuseaunfordauunnihlilungfiaeeexnualmendanleyofadisarihmnionatapalrlicuNar
time, that is, for analysis. The geometric mean, on the. other
hand, is best suited for meaning an invests»ent's compound rate of return
.over iiilrlm that is, for time-sexies analysis. This is the same argument made
by Awssodates (2005). when it is shown, using pwbanmity theory,
that iasxuaniaumI wealth is given by ccmnpoundanng the arithanunetic -~~ =--~

ifweaeceptthepastaspmwologuse,
:eannmased on a r91méIGmdistriBi1¥ion Sf

the prims yssls' Wtdtds is the arniniainadc average..Sta6Stiali1y, it is om- best
guess far the .Sotdiug-pafindznsumaz -am a given year.

thzLttbearitl1rnetic av=eueagi=ism~ore cnnsisnentwithCAPM thweow,

, ¢

.»
\

8 f i uunm¢ uud¢{2u05).h Qekvuiddy ma oaupamll@u=.t%an~ee-man point
out1havtM1lmwU1meH¢an¢mlgi=8 euns1aumtvv1d1CAPMWeery hS6me
o f imk e y investers me =uw<=s=d m0 fmus,
in &4¢i;r~p0u¢&b§iQ in Wye N¢X( period and-the stan&slr1d

To&.e:wen¢ aaatthisneznt 0neyear, the
pm1efe|n.wee Mr&eznd&mswerin'nw=an~, a set of single ene~
gmpela¢&wnuamlms,.Ml1n#vws.IIxis¢a»Nsonaw¢wmu2&y rl\2Ir¢ne of the anlioial

his&bfuLe¢§p4uM&ili9'8&rpld¢€ediw¢WIh imd§WndaM8h'€riaEu4fI.an

9

a
Bnealey. M§we¢\=s~. and (36061 in leading graduate teWcrsalsc in.e¢¢P°-
rave .imaoee Apr sueeasgly 'W du mean. authors illustrate 'do
distincticnbaween mdtlmnriemie aausd geometric avatages fund couuudl1d¢ that arith-
metic averages are appwquiate when estimating the cost of capital

i

a

The pmpa uses of aritlxmedc and.compoundranes of naum fmoum
past investments are o&en nuisundensmood. 'I`hemefome, we Gall a

for  a °Wl1W>1°~ I
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Suppios4oiMmi \hemee of Big Gift common stwkis $190. Tlulane

is ane4~!d;mau@@¢v1»¢m@¢;»d°f¢hey¢a4¢==se<>dwvi11be
l u a u M,.MW; or*$5I39. are nei1n1mx:wul4d be -lo.
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Chapter 4: Risk .Premium

.Ii'wenm1he pmooess.in revelseanddisoountthe expeaedcash
flow by the ¢xp¢¢@¢d name of nnetum, we obtain the value of Big
Oil's stank:

pp = $100110
1.10

4-up

Weeweaedneunn of topaneentisttnemwef0me rheeomgcrrauear
fi'0ulBig Oil'~s stuuclk. n

is alsoéne-ewpeutmuxraingrlwstsff capivalfurinvwnmenrs whimhhaeve
the saannaegnzee ofdskasBigOil.

Nolw awrgpasoumxawe on Big on stoclsuovera
él ei1u1r1ubm'dy98s- Iftheet¢idstareuu\ehai1ged,tlie.meunrn will
be .-Mp¢rcenrinatf1i:dof¢heyea1s, +10paeen¢inafi;lfmw
'(11li1Ufl,2lnd +38pemcentintherenna°miJngyea:s.Thleari&mede
average of diva yearly returns is

1

.10 i|}.10-|-30s .i -» + 10%

the udtlunnwtic. avenwuge of &la msiimxns correctly measures the
opipclmunity cost it' cqpitaj for inlvwesmwents. of similar risk to Big
Oil stiacic

1

The average edmpommd annual on Big on. ,swot would be

(49 >< 11.1 ><. 1».a}"@ -1 *-9 .08;8, or 48%

MS t!!an\li\e0ppQnmn@ii19r.eostxxf<=lapiMl weuidiwt be
WilEln9 wiHv8t=ih a.pt6jecfdi8t¢ft̀ eied=h88 péx¢e4nt¢14p9<¢wd
Mnnifdmyclalullé getanmm!w&d~m;\1mud lOp&cleehitinthc

vfswndl aprojea woladdbe

°PP0!=l1Ini¢y east Qt'

NPV -»too +
1.1> -1.1

m0»an;1f the¢¢swf¢apiw1 isesamnamannnmnhismi¢aa.n=unnsor
riskpm1euuni\:mns, use alai&maedcavwgges, moteonnpommd annual raws
ofmeuxrn(geomnlmieavunages).

(weu»¢aA,Bm=a1 ,s a n y »n¢wam1an=n.pw»¢apw¢¢ofc»»p¢ .

rate

The widely citedlbbotsonAssocianespublica8onauls¢aebm1t~atinsadetailedalnd
rigcuous discussion-qf of using geometric averages inxtimt-
ing ow aosc <»f¢a¢pm»L*°

12 Ibbotstin kssaciazes,Stocksn Bands,
988475.

Balls 2005 Yea¢.rf1=o=ol4i, Vadwuazrzpn
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Tale arithnmedc avaraige equity risk premium can
tobe mosmagppmopuri=zwe'whem
useas cheapesmadeqmMyriskpnemuiumind&ar tlxe€»&Pmar
the building black appmoweli, the ami&ammeticn:ean urdie simple
die1=e=no.¢dtixe autinneucmeans 0f@w¢a¢m|mark=¢reunns~and
Iisklms the rélewanynunuber. This is the
CAPM and die. bull&ng blew are aiddidve mln@Bdids. in
which 816 of italic. the-smn.ofiwpeu@m 'I3l~elg¢nnlnne'€ric
average is meme apqimopl=iatefor reporting past since
itnepuwsmlm theoouumpoundavanagememm.

'lm for the,an"»danusemic~avvwi9e is .qniw swmgnmnw-

wawi 'In 1819815gM cash  f l ows ,  a i wquaxg

t l lwwslwuldbe elunwlwedis e°9\1iiJ"li°I¢P4It¢=HHW*1"1RW'1lW¢iS'°1Kp°GW¢¢\

wmnaaiy be cover theMad .
. .
.

of the expected value of 8 vaariaible that has
beloved Iandolmly in the past is the avesrzlge (Cr arithmeticmean)
of its past values.

In their widely publicized research on the nnaxka
Marsh and Staunton (2002) state

risk premium, Damson,

0s
I 6; ;

Thé- nf a Qr diffeaentmunns is dways
larger i1aan=ah@geameui@axeau. To see Gris,

4:®f. +25 and -89; pielnauunt... sanvimu1ie¢w is- 21/&.

55uw (I + 31159; >4= (I QW! re 'I - 4.8mwma;ai>
is iii riglitone f4au.°dis¢:emndng:1risky ¢;4;~¢1@wa #Mime c:sl& fl@§!nls?
Fur femwvaand-leolciuug the mum»=~=ec man is ow asw-
pxiate measure. `

~ ~3

i
I1
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c

To verifydmamthc aidinmeticmeanisthecon1eachoice,wecan
usethe2%pwcant requi11edreuu'n tovduetheinvestmentwejust

A $1 stake vwouldoHer equal pmubabililies receiving
l91ad¢l31.25 ar.$Q.8IL TG vmtlue 111684. we diseoxmt We car ssh HUW8 at;
dwe 4au=ithsme!i¢~me¢n.rawof2%puansaaf.

$125/1.015 = -$1.22 and~ $9.8W1.6Q$ = $0418
with-aqua! puneibab"i1i1y,.so the doe iS$1Q22 x' 95 + so . X 'A
.- $1,Q0-If tlnwe wemeasequenae dequ1ai1y li=|dywuax'nsuf
+25 and -20 panoent, the geomwic mean:aurawill evazinualgr
converge om; new. The 2% parent fom'wamd-looldng arithmetic mean
is reqwnixned to connpens8nte for We year-to-year volatility of reigns.

Q  Q Lal1s1ly,ondiepwodc,d side, Bremer, Baldes, Ha1rris~, am~dHig§lns(l998) ibuxnd
uhm'/1%~aawwas awnwdurwdebociksinrhdr¢a:mensive;mn.wegf afpua¢¢iee
s4np1amun!1e4&useef an of the eastofeqndty.
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Chapter 4: Risk Premium

Mean Reversion Argument
•

Some have argued thatifsNock retuzns wemeeanpeaed no never: co
atneud, Wis wouldsuggestthe usenf ageomeuicmean s ince dmegeomeil ic

by deH1ni&ion~, an estimnane of a snn=ooth¢ed.1om|g-turn mend imcaumnme»nt.
These same academics have argued drat the historical me.of 1maMm
dskpnemiurn ("MRP") is by thciilloyant li(91f9ri¥ian¢=e °f We
sttick naarleetptior two 2002, and becauseofdxeexnaaiouadilmaxy ilnd uuuslially

investors e:cpe4sta:en;mwlowerI\MPls
in d1e 8u|11M9» Izdingingdw av¢n2|g=Bi9RWam=@m- "1tQ1nunai". kvel-

Q

The pnnesemce or aWsmc¢& nvemion is an empirical issue. Thee enumlilcival
ane.vval¢and1i@1y is incenclu-

dw ume not enowmgM to snippowt die "menu reversion"
hgpielhusiss.Thewei91tof4i\eem1:1p%rimlicvidemce onliis isasuueisiiiatthn
meme tes»tsQtlu1,eaxrrew¢;sion.in&eh» d'em=uInslIime&alt.11\e
:1eaaim=»dn11Zp 0ver dme».|asr 75 years nr so
rcvdsisufnc; Ana hadno so &wEly iéelwli8~aible Metnend..Iris wene8e'wv4st&y
dnant :nest of&ese stubs waepar8utnnned priavtu mc swdss lnlnandeWsdasbasz-le
i n :rears Mdimusv lal l ly low famed mm
smockHLIa1kd'sdisaunallpuforman»eeaf2Q09-8808 has easwihly
'cult of &\e mean .revarsiGn Sch'QoTs sails.

I

An exaunnrilnzaulion ofhisnolsi1ca11&Ps reveals dalt Me MRPis tandonnwi& no
cshse:=vab1'¢ pamnn. 'rbnm mens rharrhe estilnnzntcd risk
puneumh:uum.&l1°wévv¥mislthaxm i¢1.mfis¢i¢sas aw@4d»¢»urr)vv.41k. cnssimld

alas equdnydsekp»wn1inmntanu|naz|in.atits.Esnndadmeam1'h|e¢lefevme,

Il4MlWelnAwo~@8w¢s (1908)Emldaawidieemuqedaat ¢1mwlrlaa9daeafzidcor
daeam1n\mtofdskinQnmmonsttu»a4¢$i1w4ahsm\ge&.over ti¢uue=

the. a = I

Ourown euuupirical evidence suggwmd|atd1eyea1dydiffu:=en¢ue
betweenthesnock11nz|2Me:ttoW;met|unand61e U.S.'hleats1N;yb@nd

imwomnne ~ i n a n y p a m ' m l l a a r y e a r i s r z l n d c m . . . . t h e u c e i s n o
dkeecnwdale pa1teern'i|1;~1he n¢&ili24¢4¢quity ®bowoHn

Saocki; Bema, Bi08, 114446944 zalo5 Y24'400*84
Vah4nnndv»n Edi¢iar4pug¢es74-45)

4

;
i
1

In stundslicnal pan-mance..thanes no siglmiicant sedaél eornelatiouin sueeessive
g o - o n to

sualse thati t isneasonabletoassumetlmal i t lnesequanl i t ieswil lnemains lnble
` |n t lw  fu t lue( Id . ) :

3
2
I
g

'Hue best estimate of the ezqmecned value of a variable that has
bielllaved the pa$t is .the average (or a1nJ7d:uunetic mean)

:

g
I
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new Régulagpuy Finance

. FIGURE 4A-1
MARKET RISK PREMIUM 1926-2qo4

Year-to-year Correlation
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maméf Risk Premium LHQQQC! 'E)n.e=Year

QFM :(I5lwrswnMMW,
In}%aiibn,. 28641Yearbook, Validation E&¢ian,'pag975)

3283,

Nowhere is it suggested by Ibboftson Associates that the nnarketxisk premium
has' declined over lime.

01
. e ..

a

s . . . . . r . * . e .
.

. I

59 ~S;

4
!

r
r

l

iI
i

Bee=ause.\1waisli€t1eevi6aneeMattheMRPh»as Manlgedover time,itis
neasonzme me mom tire Yuan&fies_ aM. :mum stable in the .fume
EiSww48-iéhmwtSii1e1:élati.c~mlsI=ip.nr1M

a8iiian,~ far 'the IW 4  W i8~.vi:tflls8¥:abisi8i1£; as
Toy ih¢.Iew Rn hlemmnew ethmx wqmé,

Mezeisnohm6nlzyiIlSmc¢es$ive1¥&RPsasindicama8by=&ezc11oS19lfi8Q¢¢@rI¢la1iom
c0eaieienr. ;

l

In short, the determination of the cost at' capital with the.CAPM requires an
unbiased esma.Te. of the expected annual return. The expected. arithmetic

Forma l  .De monstra t ion

Tliissetflion shafwswhy a1ida~nwa¢1=mn@r¢u»@m ge¢|mufi¢m¢a==ssh¢~@mabe
used for forecasting; discounting, and the cost of capital." By

- .. 9 I

i

1
I
:
\

i
I

8

1
"This section is- wdaviled iii nm a siinrlilalr treatments and deurlensuwadon~.in Brealey,

Myers, and Allele (20Q6)"amd Ibbomson Associates (2005).
s
:
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Qhaptét 4: Risk Premium

i FIGURE 4A-2
POSSIBLE STOCK PRICES

Q

Q

$144
|

l
4-20%

$129..vet

448%
+29%

$108
$100 I

4-20%

-10%
$90 .

-'SQ%? `.=.$81

New .,.... .,... ..» .. .1. . ... .. . . . . . ... . . . . . .. Year 2

a

n

4..
-

definition, time cost of equity capital is the annual; discount lame t'hlat equates
the discounted value of ewepuected Entlme Walsh flows (§nemn.diViden»ds Wad &¢
saladaxesteakar&\¢1and¢i£¢l:eiHemm'smv ¢hswizon) to thecfurmut
=1amludh¢¢1J11@¢Qf.4=shwa1nsinli1x§&nlm4\~'£l1adisweuMl2lsuMe&xa£4§ql44l1§$'¥I1¢&:w¢@4nm!1¢d

name ¢unmncwuek3meais.d,}9enia4@ecd,Vean:i4dana1eci:: miada'Hmana;:lnels§ieiuii9e

bwueu8Med with Qammwqnnfg awua§m¢afww»1wawaanm~
require. is an average "un§gld" p»aaelsnltxge We aiNvnund whish tliealoulwd, year-
by-year reams will wary; This l1149mays, in 6884. an.a:il§hlnne»tic avaageg

~.~ e

i\

s

A xiiunrmericgl illusucaltion this ixunpcmrtanm point. Consider a non-
dividend paying stock for $100 which 1188 in every year, an equal
chem=eéaf appwnecia@dng by2D96erdec5Linixmgby 10%. Thous, anlteronc year,
thIl=I@¢.is_8I!41414949'1l1lllI!4§8§iwEl£Ih!€1S8H§li2'&iP5i¢¢»\lViI1bQ$l2D§ltl£l.a\ eqwd
chanaeths 48-2:1swes¢dus allpassihisscveenmuualitises

P49488-8@¢d€f&i¢¢hd
.of' IMesM &@MU

. v . .

A

.

i
I

The possiliile stock are shgvitn the iialloilving table.
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Pn°oe Chance

1 chance in 4
2 chances in 4
1 chance in 4

$144
$108
$ el

TABI;e 4A-2
sTock PRICES AFrEn TWO PERIODS

New Regulatory Finance
\

E
i
Il

3
i
g

g
E
|
I

1

Tlxe:ezxpieeuedfiuuume ao¢kprioeatfu|=|r t>wn.pen-loésisdaleuu
i

1/4 ($144) + 2/4($108) + 1/4 ($81) = $110.25

s
i

5
Iheeostof aquicycapizailis calculmedasda¢discowntxat¢.rhaxequa1¢s.Me
préseintvallm of tlleflinlnaeexpwted cashi1owstbthcc\§n¢ntslaockptice..In
Weplwenidiriaplc e1&:ample,&ieon1ywsh8owistI1¢gai1nh'omsellingthe
6&wk.aliimr'two periods hanre~eI8psed,'1lhl1s,.using.d\ea¢piected stock plies of
$1IQ,254LwIl5wvW48nfl ab1c"r4»liiee=¢pe1at1edmeofret|4rnis.&a!2r, which sdves

Eurfefiit st¢ck. Pficé Expected Prime
cl 6*

Ttilefzmmrcl + rfdismaamus d1eesl@pec&¢¢st¢1¢i4= v6o¢.m=dwp@°w& Wuirsduxr-
ing Exe nwmiical valwes, we have;

. ¢ . .

4:
.

$110.25
(1 + r)2

r»-~ 5%.

. . 5% cost of equity capital is equal i

i

TlIwis4H1ewuofeq'§w¢@iw1 is5% 'I1iis§%oostdequ1qr
to-&1¢pu¢uspuectiv=e.ariU:nneric mean raseéfremuun, vvimieh isthepmhiubiiity-
wweilghiiedavemagedhgepmziodnateofnmrnnmequdty.Sineeinevarypqiad
Wietlnis aaequal claauncgthatthe stock'sx=etum wi1lbe20'%or -10%,&Q
.punu»hlam:i1i4-weiglarted avarw|gais;

I

1/2 (26%) + 18/2 (.-10%) ;.. 5%

&°¢5% ¢ust=otaqu&w Qapiial is nuteqtW WMu¢pmusp1erative
iii¢8l11M°¢>t"1=¢uIa¥n,w44&@3:Lisapueababiww-~v=si@ruadawl:arg§ef&epIQsssiI1l¢

<>va#tnamopeae»ds.Na~veonsideranpmospecugve
MWFIIWWG mwrnWe of new. Table 4A-3 shows die pasaihle.ann@aumnded

os2*ef twople1;ilods,slumd me puadbelblility vfeaulcim.

i

I

s

s

!

r

i
Thus, the prospective geometric mean rate of return is:

1/4. (20%) + 2/4 (3.92%) + 1/4 (_. 10%) -_ 4.46%
;
x
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ChancePriee Compounded Return

20.00%
8.92%

10.00%

1 chance in 4
2 chances in 4
1 chance in 4

$144
$108
s el

Chapter 4; Risk. Premium
i
I

I

;

TABLE 4A-a .
sTock PRICES AND RETURNS AFTER TWO PERIODS

¢ .

v s
4

31
1
|

i.

i
.
1

i
Is
|

ThliS is ea: sue 5% posit otT'&qn&l;y capital.

!
The e:£anqpl¢¢an¢4aisi§l~8e w Mmnaauaae o"Ea.6ividei:d--paying

lmwediutlue.DfWnnvodel is an expeaed thwurraneacp=e¢4le&
geomel11c` mean me ofmeuarn.

a

a
I

return
2811 nemun

1ne§m;¢g°ing arnaiysis shows l114 itis'eu1oueo»us no use aprospective multi-
year gqometnsio:meanrate ofneunn.-as a "target" rate of netlun for eachyear
of tlwpMad..l1}ffirealwunlpliisimvI=sNl=i1*swme=u1;1y :equine anexpected fiMulle

Qfm~m1.¢n an.invesima=ent=9f 13% :um 13% wma appumlprialns
amna lmw i f  1wsn .¢n 159; M

a i i s k 944444 for the atinuws 6f'.¢|eI:ur&
.tt1ewi1igli:=5v4'ssa~aunt£\tail mqiuirwarwawf nemmsamma uh " S M. ".. -..,. .. ' . " 1 . ' - .' a

. .'~ . . ` .
BE

-

i

Itshouldbcpainwelcl.ous*Bnlt&euse of&can°fh1nn¢eticme8n¢a.a¢snotimp1y
an investment period of we year. Mather. it is premised on the
u&0 q w1l=d1 mapeaw egg¢hywr's acetum du:i1ng the Molding period.
hovvevernuazfyyeans6:at1r11qybe.vlfh¢nwon4p~adng MeaifMmmcicavemge
ciliisnaldc.s\nnualai-nainmnnsQiniuaWalrna¢adw\I1aMetl\¢avange x=nnn@lliEI¢¢ted

¢qu¢{P¢¢u@n¢i1i@y°f¢¢¢mqa1¢g~4un¢ing
w8W¢:of£ Hic~a&sk pugeuznlfalmt ts Me ari&1undeedc~a.vanags afar

of$flGp'8sf»p|E1¢nili1if1Fl8WmsiJ¢§HD&d lBga1dIw8'of&eleHnlg&9f&e€lxpe¢Ued
hdd i ngpe t i ad .

I
f
I
s
4

1
1

i
I

s

I
I

E
I
I

:

148



Bella Vista Water Co., Inc.
Norther Sunrise Water Company Inc.
Southern Sunrise Water Company Inc.

W-02465A
W-02465A-

-09-041 1, W-20453A-09-0412, W-20454A-09-0413,
09-0414, W-20453A-09-0414 and W-20454A-09-0414

Thomas J. Bourassa
Rebuttal Testimony

(Consolidated Cost of Capital)
May 25, 2010

Schedules

2232477.1
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Cost of Preferred Stock

Exhibit
Rebuttal Schedule D-3
Page 1
Witness: Bourassa

End of Test Year End of Proiected Year

Line
No .

Description
of Issue

Shares
Outstanding Amount

Dividend
Requirement

Shares
Outstanding Amount

Dividend
Requirement

NOT APPLICABLE, no PREFERRED STOCK ISSUED oR OUTSTANDING

1

2

3

4

5

6
7

8

g
10
11
12

13

14
15

16

17

18

19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rebuttal D-1

\



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Cost of Common Equity

Exhibit
Rebuttal Schedule D-4
Page 1
Witness: Bourassa

Line
No .

The Company is proposing a cost of common equity of 10.90% .
1
2
3
4

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES:
Rebuttal D-4.1 to 'D-4.16

RECAP SCHEDULES2
Rebuttal D-1

J
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INTRODUCTION, QUALIFICATIONS AND PURPOSE

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,

Phoenix. Arizona 85029.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?

I am testifying in this proceeding on behalf of the applicants, Bella Vista Water

Company, Northern Sunrise Water Company, and Southern Sunrise Water

Company, consolidated as Bella Vista Water Company ("BVWC" or "the

Company").

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN THE INSTANT

CASE?

Yes, my direct testimony was submitted in support of the initial application in this

docket. My direct testimony consisted of two volumes of testimony (one

addressing rate base, income statement and rate design, and the other addressing

cost of capital) for each of the companies referenced above on a stand-alone basis.

In addition, I submitted two volumes of testimony in support of consolidation (one

addressing rate base, income statement and rate design, and the other addressing

cost of capital). I also tiled two volumes of rebuttal testimonies.

WHAT is THE PURPOSE OF THIS REJOINDER TESTIMONY?

1 1.

2 Q.

3 I A.

4

5 I Q-

6 l A.

7

8

9

10 I Q.

11

12 I A.

13

14

15

16

17

18

19 I Q.

20 I A.
21

22

23

24

25

26

I will provide rejoinder testimony in response to the surrebuttal filings by Staff and

RUCO. More specifically, this first volume of my rejoinder testimony relates to

rate base, income statement and rate design for BVWC. In the second, separate

volume of my rebuttal testimony, I will also provide responses to Staff and RUCO

on the cost of capital and rate of return applied to the fair value rate base, and the

determination of operating income.

F E N N E M O R E  C R A I G
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1

1

2

Q- ARE you ALSO SUBMITTING SEPARATE VOLUMES OF TESTIMONY

FOR EACH UTILITY ON A STAND-ALONE BASIS?

A. No, because there has been no opposition to consolidation.1 However, schedules

detailing the rate base, income statement, rate design for each utility on a stand-

alone basis are included. This is consistent with the approach used by Staff and

RUCO in their respective surrebuttal filings. I also note that, at this point, the

issues in dispute are 'irrespective of the consolidation.

Q. WHAT DO YOU MEAN, MR. BOURASSA?

A. I mean that the numbers may change depending on whether there is or isn't

consolidation but the nature and substance of the issues in dispute do not change.

31
4
5
6
7

81
91

10
111 11.

IQ.
SUMMARY OF BVWC'S REJGINDER POSITION

W HAT ARE THE REVENUE INCREASES THE COMPANY is

PROPOSING IN THIS REJOINDER TESTIMONY?

I The Company is proposing a total revenue requirement of $5,292,386, which

constitutes an increase in revenues of $1,130,251, or 27.16% over adjusted test

year revenues 1

IQ. HOW DO THESE COMPARE WITH THE COMPANY'S REBUTTAL

FILING?

12

13

14 A .

15

16

17

18

19 A .

20

I In its rebuttal fil ing, the Company proposed a total revenue requirement of

$5,308,101, an increase in revenues of $1,145,966, or 27.53%.

Q, WHAT ARE THE PROPOSED REVENUE REQUIREMENTS AND RATE

INCREASES FOR THE COMPANY, STAFF, AND RUCO AT THIS STAGE

OF THE PROCEEDING?

21 I
22

23

24

25

26 1
1 See Surrebuttal Testimony of Crystal S. Brown ("Brown Sb.") at 3; Surrebuttal Testimony of Jodi Jericho
("Jericho Sb.") at 4.

FENNEMORE CRAIG
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A. The proposed revenue requirements

Revenue Requirement

$4,604, 136

$4,619,447

$5,292,386

and proposed rate increases are as follows:

Revenue Inch. % Increase

s 442,372 10.63%

$ 457,311 10.99%

$1,130,251 27.16%

Staff Surrebuttal

RUCO Surrebuttal

Company Rejoinder

I 111.

I Q-
RATE BASE

WOULD YOU PLEASE IDENTIFY THE PARTIES' RESPECTIVE RATE

BASE RECOMMENDATIONS?

| Yes, the rate bases proposed by the Company, Staff and RUCO, are as follows:

OCRB FVRB

Staff Surrebuttal $ 8,027,155 $ 8,027,155

RUCO Surrebuttal $5,695,062 $ 5,695,062

Company Rejoinder $7,857,799 $ 7,857,799

There is no change since rebuttal.

1

2

3

4

5

6

7

8

9 A.

10

11

12

13

14

15

16

17

18

19 A.

IQ.
A. Plant-in-Service.

W OULD YOU PLEASE DISCUSS THE COMPANY'S PROPOSED

ORIGINAL COST RATE BASE, AND IDENTIFY ANY ADJUSTMENTS

YOU HAVE ACCEPTED FROM STAFF AND/OR RUCO?

The Colnpany's rejoinder rate base adjustments to OCRB are detailed on rebuttal

schedules B-2, pages 3 through 6. Rejoinder Schedule B-2, page l and 2,

summarize the Company's proposed adjustments and the rejoinder OCRB. The

Company does not propose any changes from its rebuttal plant in service or pis?

I
20

21

22

23

24 A

25

26 I
2 See Rebuttal Testimony of Thomas J. Bourassa
("Bourassa Rb.") at 4 .- 9.

Rate Base, Income Statement and Rate Design
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A PaoFEss\onAI. CoapoaATIoll

PHOENIX

3



_-l-ll

Q- PLEASE SUMMARIZE THE PLANT-IN-SERVICE BALANCES

RECOMMENDED BY THE PARTIES AT THIS STAGE OF THE

PROCEEDING.

The PIS balances proposed by the parties at this stage of the proceeding are:

Staff $ 26,505,7653

RUCO $ 26,605,8554

Company $ 26,610,7495

Q~ PLEASE DISCUSS THE DIFFERENCE BETWEEN THE COMPANY AND

RUCO WITH RESPECT TO THE BALANCE OF PIS?

1

2

3

4 I A.
5

6

7

8

9

10

11

12

A. The difference of $4,894 between the Company and RUCO ($26,610,'749 minus

$26,605,855) is due to an error contained in RUCO's plant adjustment related to

post test year retirement. RUCO's reMment amount is $8,390, whereas both Staff

and the Company use the figure $3,496.' The difference between these two

amounts is $4,896 ($8,390 minus $3,496). The rest is likely just rounding.

15IQ. PLEASE DISCUSS THE DIFFERENCE BETWEEN THE COMPANY AND

STAFF WITH RESPECT TO THE BALANCE OF PIS?

17IA. The difference of $104,984 between the Company and Staff ($26,610,749 minus

$26,505,765) is the amount of alleged "inadequately supported" PIS identified by

Staff for Bella Vista Water Company

26

3 Staff Consolidated Surrebuttal Schedule CSB-3.

4 RUCO Consolidated Surrebuttal Schedule RLM-2.

5 Bella Vista Water (Consolidated) Rejoinder Schedule B-1.

6 See Company revised response to Staff Data Request MSJ 5.2(D (which is not attached but was
previously provided to the parties).

1 Brown Sb. at 10. Staff total adjustment for unsupported plant and AFUDC is $185,038. The Company
and Staff agree on the AFUDC adjustment of $80,055. The net amount of $104,984 ($185,038 minus
$80,055) is Staff s identified unsupported plant for Bella Vista Water.

FENNEMORE CRAXC
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Q. DO YOU AGREE WITH ms. BROWN'S TESTIMONY ON PAGE 10 THAT

INADEQUATELY SUPPORTED PLANT HAS To BE REMOVED TO

REMOVE THE RISK THAT RATEPAYERS ARE PAYING FOR NON-

EXISTENT OR OVERSTATED COSTS?

A. No. The plant exists and the cost of plant is most certainly not zero. Actually, the

Company's books and records reflect a total of $104,984 (2002 Acct 311 -

$71,076, 2003 Acct 311 - $10,160, and 2004 ... $23,747). To disregard this

evidence of cost, we have to assume that the Company either recorded the plant

incorrectly or just made-up its plant costs out of thin air.8 I can't make or support

such an assumption and see no evidence causing me to question the books and

records.

Q. ON THE ISSUE OF RETIREMENTS, DO THE PARTIES NOW AGREE

ON THE AMOUNT OF RETIREMENTS?

A. Yes. Both Staff and RUCO agree with the Company's proposed PIS retirements

totaling $1,333,228.9

Q- ON THE ISSUE OF ALLOWANCE FOR FUNDS USED DURING

CONSTRUCTION, DO THE PARTIES NOW AGREE ON THE AMOUNT

OF THE ADJUSTMENT?

A. Yes. Both Staff and RUCO agree with the Company's proposed allowance for

funds used during construction ("AFUDC") adjustment totaling $80,055 ($40,887

for Bella Vista Water, $13,740 for Northern Sunrise Water Company and $25,428

for Southern Sunrise Water Company).10

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

8 Bourassa Rb. at 9.

9 Id.. at 8, Brown Sb. at 8, Surrebuttal Testimony of Rodney L. Moore ("Moore Sb.") at 7.

ro Bourassa Rb. at 5, Brown Sb. at 9, Moore Sb. at 8.
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Q- DO THE PARTIES now AGREE ON THE BALANCE OF REGULATORY

ASSETS FOR NORTHERN SUNRISE WATER AND SOUTHERN

SUNRISE WATER?

A. Yes. Both Staff and RUCO are in agreement with the Company's proposed

regulatory assets of $48,984 for Northern Sunrise and $106,394 for Southern

Sunrise totaling $155,378."

Q-

B. Accumulated Depreciation.

PLEASE sUm1v1AR1zE THE PARTIES'

DEPRECIATION BALANCE RECOMMENDATIONS.

ACCUMULATED

A. The accumulated depreciation ("A/D") balances proposed by the parties at this

stage of the proceeding are:

Staff

RUCO

Company

$ 10,077,878 12

$ 10,552,073 13

$ 10,528,021 14

Q- PLEASE DISCUSS THE DIFFERENCE BETWEEN THE COMPANY AND

RUCO WITH RESPECT TO THE BALANCE OF ACCUMULATED

DEPRECIATION?

A. Although RUCO suggests that there is "substantial agreement" with the Company

with respect to the proposed A/D ba1ance,'5 there remains a difference of $24,052

($l0,552,073 minus $10,528,021). The difference is due to an error contained in

RUCO's A/D adjustment related to post test year plant retirement of $4,896 anda

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

11 Brown Sb. at 10, Moore Sb. at 9.

12 Staff Consolidated Systems (Bella Vista, Northern Sunrise, Souther Sunrise) Surrebuttal Schedule
CSB-3.

13 RUCO Consolidated Surrebuttal Schedule RLM-2.

14 Bella Vista Water (Consolidated) Rejoinder Schedule B-1.

15 Moore Sb. at 7.
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

difference in the adjustment to reflect the re-computed amount per BVWC's

Rejoinder B-2 plant scheduler of $28,946. The net of these two items is $24,052

($28,946 minus $4,896 plus $2 rounding).

With respect to an error contained in die post test year plant retirement

adjustment to A/D, RUCO has over-adjusted A/D (an increase to A/D) by $4,896.

This is the result of RUCO's use of incorrect amounts for the post test year related

retirements as I discussed above. The retirement amount RUCO employs is $8,390

in contrast to $3,496 used by the Company and Staff.17 The difference between

these two amounts is $4,896 ($8,390 minus $3,496).

With respect to the adjustment to reflect the recomputed A/D balance,

RUCO's proposed adjustment appears to exclude the Company proposed

adjustments for Northern Sunrise Water Company of $4,87918 and Southern

Sunrise Water Company of $24,06719 (totaling $28,946). RUCO proposes a total

adjustment (a reduction to A/D) of $176,221 which matches the Company's

adjustment for Bella Vista Water Company only." However, the Company's total

adjustment (a reduction to A/D) is $205,16721 which consists of $176,221 for Bella

Vista, $4,879 for Northern Sunrise, and $24,067 for Southern Sunrise.

18 IQ. PLEASE DISCUSS THE DIFFERENCE BETWEEN THE COMPANY AND

STAFF WITH RESPECT TO THE BALANCE OF ACCUMULATED

DEPRECIATION?

16 See Bella Vista Water (Consolidated) Rejoinder Schedule B-2, pages 3.1 to 3. 16. The re-computed A/D
balance takes into consideration the removed affiliate profit, removed AFUDC, and retired plant proposed
by the Company.

17 See Company revised response to Staff Data Request MS] 5.2(D.

18 See Northern Sunrise Water (Stand-Alone) Rejoinder Schedule B-2, page 2.

19 See Southern Sunrise Water (Stand-Alone) Rejoinder Schedule B-2, page 2.

20 See Bella Vista Water (Stand-Alone) Rejoinder Schedule B-2, page 2.

21 See Belia Vista Water (Consolidated) Rejoinder Scheduie B-2, page 2.
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A.

Q-

A.

Staff's proposed A/D balance is lower than the Company's proposed A/D balance

by $450,143. This difference is primarily the result of the method by which Staff

computes annual depreciation from the end of the last test year to the end of the

current test year. Staff does not use the asset group depreciation method of

computing depreciation" as does the Company. Rather, Staff uses a vintage year

group deprecation method and excludes from its annual depreciation expense

computation any depreciation on vintage groups of assets Staff considered to be

fully depreciated.

PLEASE EXPLAIN How THE VINTAGE YEAR GROUP

DEPRECIATION METHOD COMPARES TO THE ASSET GROUP

DEPRECIATION METHOD.

Under the vintage year group method, an asset group (e.g. pumping equipment,

transmissions and distribution mains, well and springs) may consist of one or more

vintage year groups. There is no attempt made to keep track of the depreciation

reserve of individual assets within the vintage year group. Depreciation reserve for

assets added to an asset group in a particular year (vintage year) is tracked

separately from other vintage year groups within that asset group. When the

vintage year group is fully depreciated then depreciation ceases. For example, the

pumping equipment account (account 311) may consist of assets added in 1998,

1999 and 2000. If the depreciation rate is 10 percent (10 year life), then the

pumping equipment added in 1998 would be fully depreciated by die end of 2008.

Similarly, pumping equipment added in 1999 would be fully depreciated by 1999,

and so on.

1
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22

23

24

25

26 22 Brown Sb. at 14.
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2

Under the asset group depreciation method, there is no attempt either to

track the depreciation reserve by vintage year group or individually. It is only

when the asset group is fully depreciated does the depreciation cease.

DO THE TW O METHODS PROVIDE FOR THE SAME RESULTS OVER

Q-

A.

TIME?

Yes, as long as retirements are timely recorded and the average service life used to

depreciate the plant matches the actual service life experienced. This is illustrated

in Exhibit TJB-RI1. As shown, under either method, at year 2010, net plant is

zero.

DOESN'T STAFF RECOMMEND THAT BELLA VISTA USE AN

INDIVIDUAL ASSET METHOD OF COMPUTING DEPRECIATION?

Yes." Under the individual or asset specific method the depreciation reserve is

tracked* individually. As shown in Exhibit TJB-RJ1, the individual asset method

produces the same results as the vintage year group method and the asset group

method. This method is more precise, but not more accurate. In omer words,

under both the vintage year group method and the asset group method, the results

will be the same.

is THERE A PRACTICAL PROBLEM IF BELLA VISTA WERE TO USE

THE INDIVIDUAL ASSET METHOD?

Yes. The Company has not tracked individual assets and their respective

deprecation reserves and it may be difficult if not impossible for the Company to

comply.

is THE GROUP DEPRECIATION METHOD AN ACCEPTED METHOD

IN REGULATORY UTILITY ACCOUNTING?

3

4 l Q-
5

6 I A.

7

8

9

10 I

11

12

13

14

15

16

17

18 I Q.

19

20 l A.

21

22

23 I Q.

24

25

26 pa ld. at 12.
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A. Yes. As I stated in my rebuttal testimony, the group method is a commonly used

and accepted method in regulatory utility accounting.24 As stated in Aecountingfor

Public Utilities published by Mathew Bender and Company:25

The group concept has been an integral part of uti l i ty
depreciation accounting practice for many years. Though the
concept is applicable to unregulated entities, it is not often
applied. Nonregulated entities tend to depreciate individual
property units independently. Under the group concept, no
attempt is made to keep track of the depreciation reserve

This does not
imply loss of control, but rather is a practical approach for
us 'ties because they possess millions of items of property.

applicable to individual items of property.

In fact, the group method was employed and was unopposed by Staff in recent

cases for the other utilities owned and operated by APUC such as Black Mountain

Sewer Corporation,26 Gold Canyon Sewer Company," Litchfield Park Service

Company," and Rio Rico Uriiiries." Ms. Brown was also the witness in the Black

Mountain and Gold Canyon cases, and in my experience, Staff has regularly used

the group depreciation method for annualizing depreciation expense.

Q- HOW DOES MATHEW-BENDER DESCRIBE THE GROUP METHOD

FOR DEPRECIATION?

A. The group concept is explained by Deloitte & Touche in Accounting for Publie

Utilities as fo11ows:3°

Under time group concept each depreciable property group has
some "average" life. For accounting purposes, every item in

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

24 Bourassa Rb. at 8.

25 Deloitte & Touchy LLP, et al. Accounting for Public Utilities. Lexus-Nexis (Mathew-Bender & Co.)
2009, Sec. 6.04 ("Deloitte & Touchy").

26Black Mountain Sewer Corporation,Docket Nos. SW-02361A-05-0657 and SW-02361A~08-0609.

27Gold Canyon Sewer Company,Docket Nos. SW~02519A-00-0638 and SW-02519A-0015.

28 Litchfield Park Service Company, Docket No. SW-01428A-09-0103, et al.

29 Rio Rico Utilities, Inc., Docket No. W-02676A-09~0257.

so Deloitte & Touche, supra.
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the group is assumed to have the life of the group and to be
fully depreciated at the time of retirement. The average is the
result of a calculation, and there is no assurance that any of
the property items in die group is average.

The use of the term 'average useful life" in the measurement
of the mortality characteristics of utility property carries with
it the concept of retirement dispersion (variation around the
average service life). If every item was average, thereby
having exactly the same life, there would be no dispersion.
The concept of dispersion recognizes that nearly have of the
items in a group last to an age less than the average service
life, a few last to an age equal to the average, and the rest last
longer than the average...

...[U]nder the group concept, nonna retirements are
considered fully depreciated no matter what their age. The
capital cost is removed from investment and the same amount
is removed from the depreciation reserve...

WHAT DOES DELOITTE AND TOUCHE SAY WITH RESPECT TO THE

METHOD STAFF EMPLOYS FOR COMPUTING DEPRECIATION IN

THE INSTANT CASE?

Keeping in mind, as I explained above, Staff actually employs a vintage year group

method in its re-computation of A/D and in annualizing depreciation expense,

Deloitte & Touche states:3'

vintage. when equal life group rates used.
suggestlons are the result o confusion caused by the use of
the

Some regulators suggest that the reserve be recorded by
are These

"group" in both the utility accounting once t and in the
name given to rate calculation procedures. Undoer the

, mortality characteristics apply to the total group,
to the speci f ic components of the group. Therefore

by vintage are
inconsistent with the group concept. This would be precise,

concept
group

not

suggestions for recording the reserve

but not accurate. (emphasis added)

Q- DO YOU AGREE W ITH Ms.  BROW N'S ASSERTION ON PAGE 14 OF

HER TESTIMONY THAT THE NARUC UNIFORM SYSTEM OF

1
2
3
4
5
6
7
8
9

10
11 I Q.
12
13
14 l A.
15
16
17
18
19
20
21
22
23
24
25
26 31 ld.
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I

IQ.
I

ACCOUNTS DOES NOT RECOMMEND THE GROUP METHOD OF

DEPRECIATION?

No, I am perplexed. Staff has not opposed the use of the asset group depreciation

method in other rate cases. Nor does the NARUC Uniform System of Accounts

("USOA") say ap ing about the specific asset mediod or group method. The

NARUC USOA definition 37 quoted by Ms. Brown speaks to the use of a straight-

line method." The group depreciation method used by the Company uses straight-

line depreciation.

c. AIAC and CIAC.

PLEASE DISCUSS THE RECOMMENDED AIAC AND CIAC BALANCES.

The Company and RUCO propose an advances-in-aid of construction ("AIAC")

balance of $6,78l,443; Staff proposes an AIAC balance of $6,784,313.33 The

difference between the Company and Staff of $2,870 ($6,784,313 minus

$6,781,443) appears to be an amount that both RUCO and the Company include in

the customer meter deposit (service and meter advances) balance. The Company

and RUCO propose customer meter deposit balance of $559,605 whereas Staff

proposes a balance of $556,735.34 The difference is $2,870 ($559,605 minus

$556,735). I believe that Staff has incorrectly included the $2,870 in AIAC as

opposed to customer meter deposits.
I

1

2

3 A.

4

5

6

7

8

9

10

11 A.

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

32 Brown Sb. at 14.

33 See Bella Vista Water (Consolidated) Rejoinder Schedule B-1, Staff Consolidated Systems (Bella Vista,
Norther Sunrise, Southern Sunrise) Surrebuttal Schedule CSB-3, and RUCO Surrebuttal Schedule RLM-
2.

34 ld..
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With respect to contributions-in-aid of construction ("CIAC"), the

Company, Staff and RUCO propose a CIAC balance of $542,445, and an

accumulated amortization balance of $230,987.35

Q- PLEASE RESPOND To Ms. BROWN'S TESTIMONY REGARDING THE

METHODOLOGY FOR COMPUTING AMORTIZATION OF CIAC?

A. Ms. Brown defends Staff's method of determining the amortization rate of CIAC

(dividing depreciation expense by depreciable plant) by asserting that it's

appropriate to use a composite rate when the exact amount of CIAC plant in each

account is not known.36 I do not disagree with Ms. Brown on this point. However,

Ms. Brown goes on to state that land should be excluded from the computation

because the Company did not provide evidence showing that land was purchased

with CIAC." That doesn't square with Ms. Brown's argument that a composite

rate is used when we do not know the exact amount of CIAC in each account

(which includes the land plant account). This sort of "heads I win, tails you lose"

construct is inherently unfair and should be rejected.

Q, THEN CAN I ASSUME you ALSO DISAGREE WITH Ms. BROWN (ON

PAGE 16) THAT THE COMPANY'S METHOD OF COMPUTING THE

coM1>os1TE RATE HAS THE POTENTIAL OF HARMING

A.

CUSTOMERS?

Yes, I do disagree. If we accept the premise underlying the use of a composite rate

_- that all plant is assumed to be funded with CIAC - then there is no harm to either

the Company or ratepayers. In fact, using the correct composite rate is revenue

1
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35 ld.

36 Brown sh. at 16.

37 ld..
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A.

neutral. This is because the depreciation expense will be exactly offset by the

CIAC amortization.

CAN YOU DEMONSTRATE THIS?

Yes. Assume that a utility has $10 of non-depreciable plant such as land and $90

of depreciable plant funded with $100 of CIAC. Rate base is zero ($l00 minus

$l00). The depreciation rate for depreciable plant is 3.33% and the annual

depreciation is $3 ($90 times 3.33%). The composite rate for amortizing CIAC

using all plant, not just depreciable plant is 3.0% ($3 divided by $l00). The annual

amortization of CIAC is $3 ($100 times 3%). Thus, the annual depreciation of $3

is exactly offset by the annual amortization of $3 so there is zero net impact on

operating expense. Rate base also continues to be zero into the future. Depreciable

net plant is reduced by $3 and net CIAC is reduced by $3 .

In contrast, Staff's approach has a negative impact on cash flows related to

depreciation and amortization. Using the example above, the composite rate for

amortizing CIAC using just depreciable plant is 3.33% (353 divided by $90). The

annual amortization of CIAC is $3.33 ($l00 times 3.33%). Thus, the annual

depreciation is $3 and it is offset by annual amortization of $3.33 resulting in a

negative cash flow of $0.33 .

ISN'T THE C01VIPANY'S RECOMMENDED ACCUMULATED

AMORTIZATION BALANCE BASED ON A COMPOSITE RATE THAT

INCLUDES ALL PLANT, NOT JUST DEPRECIABLE PLANT?

I Q.
4 I

5
6
7

8

9
10
11

12

13

14

15
16

17

18

19 I Q.
20
21

22 I A. Yes, and as I testi f ied earl ier, Staff agrees with the Company proposed

accumulated amortization balance. Staff's proposal going forward is inconsistent

with the composite rate used in the past.

23

24

25

26
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Q- WHAT is THE IMPACT OF USING STAFF'S METHOD OF

DETERMINING THE COMPOSITE RATE FOR COMPUTING PAST

CIAC AMORTIZATION HAVE ON THE COMPANY'S RATE BASE?

It would have increased. While the increase in rate base would be relatively small,

Staff's proposals are inconsistent and result in a mismatch.

D. ADITs

PLEASE SUMMARIZE THE PARTIES' ACCUMULATED DEFERRED

INCOME TAX RECOMMENDATIONS.

The accumulated deferred income tax ("ADIT") proposed by the parties at this

stage of the proceeding are:

Staff s 542,106 38

R u c o s 2,706,214 39

Company $ 572,006 40

These are all DIT liabilities, deductions from rate base.

PLEASE DISCUSS THE DIFFERENCE BETWEEN THE COMPANY AND

STAFF WITH RESPECT TO ACCUMULATED DEFERRED INCOME

1
2
3
4 I A.
5
6
7 I Q,
8
9 I A.

10
11
12
13
14
15 I Q.
16
17
18 I A.
19
20
21
22
23
24
25
26

TAKES?

Staff has reviewed the Company's rebuttal ADIT computations and agrees with the

individual ADIT balances of $327,255, $69,8877 and $144,964 for Bella Vista,

Northern Sunrise, and Southern Sunrise, respectively.4l However, while these total

$542,106 (which is the amount Staff proposes), the reason why the Company's

proposed ADIT balance is $572,006 is because the effective tax rate of the

css3§f Consolidated Systems (Bella Vista, Norther Sunrise, Southern Sunrise) Surrebuttal Schedule

39 RUCO Consolidated Surrebuttal Schedule RLM-2.

40 Bella Vista Water (Stand-Alone) Rejoinder Schedule B-L

41 Brown Sb. at 18.
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Company is 38.6%42 whereas for the stand-alone companies the effective tax rates

are 38.6%, 26.9%, and 35.9% for Bella Vista," Northern Sunrise,44 and Southern

Sunrise,45 respectively. The Statement of Financial Accounting Standards No. 109

("SFAS 109") requires that ADITs be computed using the expected future income

tax rate. At the consolidated level, the effective income tax rate is 38.6%.

LIQ. PLEASE DISCUSS THE DIFFERENCE BETWEEN THE COMPANY AND

RUCO WITH RESPECT TO ACCUMULATED DEFERRED INCOME

9 lA.

16IQ.
17IA.

TAXES?

RUCO has proposed yet another recommendation for computing ADIT.46 RUCO's

revised method is based on information specific to Bella Vista, Northern Sunrise,

and Southern Sunrise, rather than based on an allocation of APUC's ADIT."

Further, RUCO's revised ADIT method is similar in format to the Company's

ADIT computation which includes a component for fixed assets and AIAC.48

Unfortunately, however, RUCO's components are incorrectly computed and the

result is a vast overstatement (more than $2 million) of ADIT.

PLEASE EXPLAIN.

The most egregious error in RUCO's ADIT computation is contained in the

amount of CIAC used to compute the book value fixed asset component." RUCO

uses the adjusted net CIAC balance at the end of the test year without adjustment

42 See Bella Vista Water (Consolidated) Rejoinder Schedule B~2, page 5.

43 See Bella Vista Water (Stand-Alone) Rejoinder Schedule B-2, page 5.

44 See Northern Sunrise Water (Stand-Alone) Rejoinder Schedule B-2, page 5.

45 See Southern Sunrise Water (Stand-Alone) Rejoinder Schedule B-2, page 5.

46 See Surrebuttal Testimony of Timothy J. Coley ("Coley Sb.") at 11.

47 Coley Sb. at 12.

48 Compare Bella Vista Water (Consolidated) Schedule B-2, page 5 with RUCO Surrebuttal Schedule
SURR RLM-5(A).

49 See RUCO Surrebuttal Schedule SURR RLM~5(A).
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1

14IQ.
15IA.

(1) for the expected unrealized tax benefit of AIAC or (2) by amounts for which

the Company has a tax basis (pre-1996 CIAC). RUCO's computation is

incomplete and would violate the provisions of SFAS 109.

With respect to RUCO's failure to adjust CIAC for the expected unrealized

tax benefit of AIAC, if die net realizable tax benefit of AIAC is reduced to less

than l 00%, the amount of the reduction to AIAC must be included in the CIAC

balance used to compute the book value fixed asset component of ADIT.50 The

reason is simple. The underlying consideration regarding the net realizable tax

benefit of AIAC is the amount the Company expects to refund in the future and

ultimately expects to receive a tax basis. Any in-refunded AIAC (unrealized

portion of AIAC) in the future will revert to CIAC and become a reduction to the

book basis in fixed assets. Both future expectations must be accounted for,

otherwise, the computation is incomplete and not in compliance with SFAS 109 .

ANYTHING ELSE?

Yes, all net CIAC for which the Company has a tax basis must be removed from

the CIAC balance used to compute the book value of fixed assets.51 The reason for

this is that the Company has a tax basis in the assets. Only CIAC amounts for

which the Company does not have a tax basis should be used to reduce the book

value of fixed assets. Otherwise, a mismatch between the book and tax values will

occur and result in a failure to comply with SFAS 109. Alternatively, the pre-1996

CIAC can be removed from the tax value of fixed assets and the CIAC balance left

alone. Either way, the resulting ADIT will be the same.

26 I

50 The Company's ADIT computation employs a net realizable percent of AIAC of 30% of the adjusted
AIAC balance. The remaining 70% is added to the CIAC balance. See Bella Vista Water (Consolidated)
Schedule B-2, page 5 at lines 50 and 51.

51 The Company removes $326,777 of pre-1996 CIAC from the gross CIAC balance and $191,996 of
related amortization. See Bella Vista Water (Consolidated) Schedule B-2, page 5, footnotes 3 and 4.
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Because RUCO employs a net realizable AIAC tax benefit of less than

100%,52 and does not adjust CIAC for the unrealized portion of AIAC, and does

not account for the pre-1996 CIAC, in either the CIAC balance or the tax value of

assets, RUCO's ADIT computation is incomplete and contrary to SFAS 109.

HAVE YOU RESTATED RUCO'S ADIT BALANCE ADDRESSING THE

FLAWS YOU IDENTIFIED ABOVE?

Yes. Attached at Exhibit TJB-RJ2 is a corrected ADIT computation based upon

RUCO's proposed PIS, A/D, AIAC and CIAC. The correct ADIT computation is

$560,883 - far less than the $2,706,214 RUCO proposes and in line with proposed

ADIT balances of Staff and the Company at $542,106 and $572,006, respectively.

Actually, I would expect the ADIT for the Company and RUCO to be similar as

RUCO has accepted (excluding errors) the Company's proposed adjustments to

PIS and A/D, and agrees with (excluding error) the balances for PIS, A/D, AIAC

and CIAC included in rate base. Hopefully, RUCO will correct its mistakes,

essentially taking the ADIT issue out of this rate case.

Q.

E. Remaining Rate Bases Issues.

DO STAFF AND THE CQMPANY DISAGREE WITH RESPECT TO THE

INCLUSION OF SECURITY DEPOSITS IN RATE BASE?

1
2
3
4
5 I Q.
6
7 I A.
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

A. Yes. Staff continues to propose the inclusion of customer security deposits in rate

base totaling $206,120 because "customer deposits are customer-provided capital".

The Company continues to exclude customer security deposits for the reasons

previously stated, most notably, the simple fact that customer security deposits are

not customer-provided capital. These funds are not a source of capital for long-

term assets such as plant." Security deposits are short-term liabilities and would

52 RUCO uses 7.2%. See RUCO Surrebuttal Schedule SURR RLM-5(A) at line 10.

53 Bourassa Rb. at 19 .-. 20.
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be included in the traditional accounting and financial definition of worldng capital

(working capital - current assets minus current liabilities). But no party has

proposed worldng capital in dis case.

WERE CUSTOMER SECURITY DEPOSITS INCLUDED IN RATE BASE

IN BELLA VISTA WATER COlV[PANY'S LAST RATE CASE?

No. In Bella Vista Water's last rate case, customer security deposits totaled nearly

$100,000.54

HAS STAFF INCLUDED ANY INTEREST EXPENSE RELATED TO

SECURITY DEPOSITS IN OPERATING EXPENSES?

No, although Ms. Brown does state that Staff will consider an "appropriate

amount" of interest expense on customer security deposits if it is properly

supported.55

WHAT DOES STAFF NEED TO DETERMINE AN APPROPRIATE

AMOUNT?

Staff suggests it needs substantial documentation showing the customer name,

deposit amount and interest paidamong odder things.56

I
I

DO YOU BELIEVE THIS INFORMATION 1s NECESSARY?

No. Staff has no problem with the $206,120 it seeks to reduce rate base without

this information. The ACC Rules (R-14-403.d) state the Company must pay an

annual interest rate of 6% on customer deposits, so the computation is simple -- 6%

times $206,120 or $12,367. This computation is no more complicated than the

interest synchronization computation Staff and the Company employ to compute

the interest expense deduction used in computing income taxes.

4 I Q-
5
6 I A.

7
8 I Q,
9

10 I A.

11
12
13 Q.
14
15 I A.
16
17 Q.
18 A.

19
20
21
22
23
24
25
26

54 See Bella Vista Water Company,Docket W~02465A-01-0776.

55 Brown sh. at 19.
Seld.
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Q- WOULD THE

A.

INCOME STATEMENT

YOU PLEASE DISCUSS colvrpAny's PROPOSED

ADJUSTMENTS TO REVENUES AND EXPENSES AND IDENTIFY ANY

ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF AND/OR RUCO?

The Company rejoinder adjustments are detailed on Rejoinder Schedule C-2, pages

1-8. The rejoinder income statement with adjustments is summarized on Rejoinder

Schedule C-1, page 1-2. I have previously testified to the Company's proposed

adjustments to revenues and expenses in my rebuttal testimony." The Company

does not propose any additional adjustments to revenue and expenses, but is

proposing some revisions as described below.

The Company's property tax adjustment (Adjustment Number 2) has been

revised to reflect the Company's rejoinder proposed revenues. The detail of the

Company's proposed property tax adjustment is detailed on Rejoinder Schedule C-

2, page 3.

The Company has also revised its proposed level of water testing expense

from $66,652 in its rebuttal filing to $51,155 in its rejoinder tiling ($43,l92 for

Bella Vista, $3,568 for Northern Sunrise, and $4,395 for Southern Sunrise). The

Company and Staff are now in agreement on the proposed level of water testing

expense." RUCO has adopted the Company's rebuttal recommendation of

$66,652. I hope that RUCO will ultimately adopt the amount of water testing

expense proposed by Staff and the Company in its final schedules.

Finally, BVWC's income tax adjustment has been revised to reflect the

rejoinder revenues and expenses. The details of the Company's income tax

adjustment are detailed on Rejoinder Schedule C-2, page 8.
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57 See Bourassa Rb. at 4 - 9.

as Brown Sb. at 24.
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1 Q.

Q. THE REMAINING

A.

DO STAFF AND THE COMPANY AGREE ON THE PROPOSED LEVEL

OF TRANSPORTATION EXPENSE?

Yes. The Company and Staff both recommend a transportation expense level of

$116,419 ($71,094 for Bella Vista, $20,877 for Ngtthgtn Sunrise, and $24,448 for

Southern Sunrise).59 RUCO is in agreement with the Company's rebuttal

adjustment to transportation expense of s8,703,60 which brings RUCO into

agreement with the Company's proposed level of transportation expense of

$116,416.61

A. Remaining Revenue and Expense Issues.

PLEASE DISCUSS ISSUES WITH RESPECT TO

REVENUES AND EXPENSES.

There are several issues that remain in dispute. Rate case expense is one. Staff has

modified its total rate case expense recommendation from $113,648 to $202,316.62

Staff continues to recommend a "normalization" period of 3 years to determine the

annual rate case expense. Staff recommends annual rate case expense of $67,439.

RUCO has revised its recommendation and now proposes $200,000 of total rate

case expense and an annual amount of $66,666 using a "normalization" period of 3

ye3_[5_63

Second, Staff continues to reject the known and measurable costs incurred

during the test year for wages totaling $36,038 that are both direct-charged via

\
2
3 I A.

4
5
6
7
8
9

10
11
12 \
13
14
15
16
17
18
19
20
21
22
23
24
25
26

59 Brown Sb. at 25.

so Moore sh. at 12.

61 See RUCO Surrebuttal Schedule SURR RLM-6.

62 Brown Sb. at 27.

63 Moore Sb. at 14.
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1

2

3

4

5

6

7

timesheet and in some cases allocated from Liberty Water to Bvwc.'4 This issue

is addressed in more detail in the rejoinder testimony of Mr. Greg Sorensen.65

Third, Staff continues to reject the allocated costs from the Company's

parent, APUC.66 The Company continues to recommend allocated central office

costs totaling $125,830 whereas Staff recommends allocated costs totaling $9,396.

RUCO also continues to dispute the Company's allocated central office costs.67

However, RUCO has modified its adjustment and now appears to recommend an

adjustment of $152,470.68

PLEASE CQMMENT ON

DEPRECIATION EXPENSE?

STAFF'S ANNUALIZATION OF

8
9|Q-

10
11 I A.

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Staff excluded from its depreciation expense computation plant amounts which

Staff considers to be fully retired. This is contrary to the group depreciation

method Staff typically employs in rate cases. I discussed this issue at length earlier

in my rejoinder testimony. Staff also continues to use a composite depreciation

rate which excludes non-depreciable plant. I have also discussed this issue earlier

in my testimony. The bottom line is that Staff is recommending depreciation

expense totaling $810,426 ($711,002 for Bella Vista, $34,761 for Northern

Sunrise, and $64,663 for Southern Sunrise).69 Both the Company and RUCO

recommend depreciation expense of $1,048,124 and are in agreement regarding the

method upon which depreciation expense is annualized.7°

64 Brown sh. at 27 .. 28.

as See Rejoinder Testimony of Greg Sorensen ("Sorensen Rj.") at 6 - 10.

66 Brown sh. at 19 -. 24.

67 Coley sh. at 7 .- 10.

68 Id. at 8 - 10. Mr. Coley recommends removal of $140,134 for Adjustment 6(A), removal of $1,093 for
Adjustment 6(B), and removal of $11,243 for Adjustment 6(C).

69 Brown sb. at 30.

70 Moore Sb. at 10; see also RUCO Bella Vista Water (Consolidated) Schedule SURR RLM-6.
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Q-

A.

OKAY, WHAT ABOUT RATE CASE EXPENSE MR. BOURASSA?

RUCO continues to advocate substantial reductions to rate case expense based on a

handwritten estimate Mr. Shapiro handed Mr. Moore during the Black Mountain

case." Mr. Shapiro isn't here to testify but I was dire and in my opinion, this is

just an example of why no good deed goes unpunished with RUCO in a rate case.

RUCO complained until we gave them a detailed estimate of the future cost in that

rate case. Mr. Shapiro reluctantly agreed, and now they are trying to graft that

estimate from another case on to this case. But Mr. Moore never really explains

how this document supports RUCO's position, nor has Mr. Moore offered a single

good reason to reduce rate case expense.

Q. DOESN'T MR. MOORE TESTIFY ON PAGE 14 THAT RUCO MAY

REVISE ITS ESTIMATE AT A LATER DATE?

A. Yes, and I understand the problem as we never really know the total amount of rate

case expense until after the case is decided. That's why I provide our best estimate

at the front and we revise it as necessary as the case proceeds .

Q. DOESN'T THAT SUPPORT RUCO'S POSITION THAT A FINAL

RECOMMENDATION CANNOT YET BE MADE?

A. No, this does not excuse RUCO from coming up with a valid reason why rate case

expense is being reduced and to date, Mr. Moore hasn't even come close.

Q. WHAT ABOUT STAFF?

A. Ms. Brown agrees that she made a mistake in her prior recommendation, which

was based on an error in her comparison of this case to the pending case for Global

Water." However, even after correcting the mistake, Staff is still recommending a
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71 Moore Sb. at 13.

12 Brown Sb. at 27.
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Q-

A.

50% reduction. But Ms. Brown does virtually nothing to justify or explain her

recommended level of rate case expense. Therefore, I cannot really respond.

WHAT is THE REQUESTED RATE CASE EXPENSE?*

On a consolidated-Company wide basis, we have requested and through

June 30, 2010, total rate case expense is roughly $190,000. This amount reflects

the significant upfront costs of tiling what were four rate cases, with four separate

sets of schedules and testimony. In that sense, Ms. Brown's comparison to

Global's rate case is reasonable. What isn't reasonable, however, is that Staff's

recommendation in this case is for only 50 percent of the amount it recommended

in the Global case, without any explanation. Ironically, RUCO didn't tight over

rate case expense in that case either, nor did Staff assert that rate case expense

should be normalized.

For all these reasons, I felt then and still feel that the requested level is

reasonable. Of course, we will continue to monitor rate case expense and provide

an updated estimate in our final schedules.

Q- D ID  THE  COMPANY TAKE STEPS TO REDUCE  RATE  CASE

1
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A.

EXPENSES?

Absolutely. The Company has worked diligently with both Staff and RUCO to

reduce issues, and to minimize the need for extensive formal discovery. For

example, following Staff's Direct Testimony, the Company met with Staff to hear

concerns over some of the previous information provided, then followed up with

additional information on ADITs, AFUDC, Shared Services costs, etc. Similarly,

the Company offered and subsequently provided responses to many volumes of

informal data requests from RUCO in an effort to minimize issues and costs.
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2

VIA.
Q.

RATE DESIGN

WHAT ARE THE COMPANY'S REBUTTAL PROPOSED RATES?

BVWC's proposed rates are:

MONTHLY SERVICE CHARGES

5/8" x 3/4" meters

3/4" Meters

1" Meters

1 1/2" Meters

2" Meters

3" Meters

4" Meters

6" Meters

8" Meters

$17.00

$25.50

$38.25

$76.50

$95.20

$190.40

$318.75

$850.00

$1360.00

COMMODITY RATES

Residential 5/8" X %" Meters

Residential %" Meters

Commercial 5/8" X %" Meters

Commercial %" Meters

$1.81

$2.41

$2.96

$1.81

$2.41

$2.91

$2.11

$2.91

$2.11

$2.91

$2.111" Meters

1 to 4,000 gals

4,001 to 10,000 gals

Over 10,000 gals

1 to 4000 gals

4,001 to 10,000 gals

Over 10,000 gals

1 to 4,000 gals

Over 4,000 gals

l to 4,000 gals

Over 4,000 gals

1 to 10,000 gals
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1 W' Meters

2" Meters

3" Meters

4" Meters

6" Meters

8" Meters

Over 10,000 gals

1 to 25,000

Over 25,000

1 to 50,000

Over 50,000

1 to 80,000

Over 80,000

1 to 175,000

Over 175,000

1 to 450,000

Over 450,000

1 to 720,000

Over 720,000

$2.91

$2.11

$2.91

$2.11

$2.91

$2.11

$2.11

$2.91

$2.11

$2.91

$2.11

$2.91

$2.11

Hydrant Meters A11 gallons $2.96

Fire Spiinlder Service - 2% of monthly minimum, but no less than $15.00

Q- WHAT WILL BE THE MONTHLY INCREASES BY CUSTOMER CLASS

AT THE AVERAGE USAGE UNDER THE NEW RATES?
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A. The monthly bills under new rates by customer class and meter size are shown on

Rebuttal Schedule H-2, page 1. As shown, the Bella Vista 5/8x3/4 inch residential

customer's new monthly bill at an average monthly usage of 7,377 gallons will be

$30.57. The current monthly bill is $22.90. So, the average Bella Vista 5/8x3/4

inch residential customer will see an increase on $7.67 or 33.50 percent.

As also shown, the Northern Sunrise 5/8x3/4 inch residential customer new

monthly bill at an average monthly usage of 5,755 gallons will be $28.50. The
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1

2

3

current monthly bill is $43.08. So, the average Northern Sunrise 5/8x3/4 inch

residential customer will see a decrease of $14.58 or (33.84) percent.

Finally, the Southern Sunrise 5/8x3/4 inch residential customer's new

monthly bill at an average monthly usage of 5,581 gallons will be $28.08. The

current monthly bill is $42.60. So, the average Southern 5/8x3/4 inch residential

customer will see a decrease of $14.52 or (34.09) percent.

Notably, it bears mentioning again that these rates are all based on the full

consolidation of the three utilities as proposed.

I Q- HAVE YOU MADE ANY SUBSTANTIVE REVISIONS TO THE RATE

DESIGN THE COMPANY PROPOSED IN ITS REBUTTAL TESTHVIONY?

A. No. The commodity rates were lowered slightly in order to reflect the lower

revenues the Company proposes in its rejoinder filing; the basic rate design

remains intact.

Q~ HAVE YOU UPDATED YOUR COST OF SERVICE STUDY USING THE

COMPANY REJOINDER PROPOSED RATES?

4

5

6

7

8
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10

11 |

12

13

14 |

15

16 \ A. Yes. As shown on Rebuttal Schedule G-0, the returns at the rejoinder proposed

rates continue to vary substantially between the various meter sizes. While all the

returns are positive, the 5/8x3/4 inch and % inch residential customer classes

provide returns below the 9.85 percent requested in the instant case. They are at

5.53 percent and 4.59 percent, respectively. The larger sized meters, such as the 1

inch commercial, 2 inch commercial, 3 inch commercial are providing much higher

returns at 13.03 percent, 22.91 percent, and 23.01 percent, respectively. This

indicates that the larger meter customer classes continue to subsidize the 5/8 inch

and % inch customer classes under the rebuttal proposed rates. However,

17
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26 13 Bourassa Rb. at 32 - 33.
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1

2

A.

3 \ Q-

4
5 I
6
7
8
9

10
11
12 I Q-
13
14 i A.
15
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17
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22
23
24 Q.

25
26

1

consistent with the concept of gradualism, there is improvement in eliminating

existing subsidization under the Company's proposed rates.

HAVE YOU UPDAT ED T HE ANALYSIS OF  REVENUE RECOVERY

FROM THE MONTHLY MINIMUMS AND THE COMMODITY RATES?

Yes. As shown on Exhibit TJB-RJ3 (page 2), under the rejoinder proposed rates,

approximately 47.42 percent of the proposed revenues are recovered from the

monthly minimums. The percent of recovery from the monthly minimums has

changed only slightly compared to the Company's proposed rebuttal rates. As

shown on Exhibit TJB-RB3 (page 1), about 53.78 percent of the proposed

revenues are recovered from die monthly minimums and the first tier commodity

rates.

PLEASE COMMENT ON THE PROPOSED RATE DESIGN OF STAFF

FOR THE CONSOLIDATED BELLA VISTA WATER colvrpAny.

Like the Company, Staff continues to propose an inverted 3 tier rate design for the

small residential customers and an inverted 2 tier rate design for small commercial

and larger meter sizes (all classes). Staff's break-over points increase with meter

size, but are different than the Company's for some meter sizes. The first tier

commodity rate for the small commercial and the 1 inch and larger metered

customers is the same as the second tier of the 5/8 inch metered residential

customers. The second tier of the small commercial and larger metered customers

is the same as the third tier of the 5/8 inch metered residential customers. Staff

also proposes that the tire line charges be equivalent to 2% of the average monthly

bill for that meter size, but not less than $10 per month.

HAVE YOUR CONCERNS AND OPINION OF STAFF 'S PROPOSED

RATE DESIGN CHANGED FROM YOUR REBUTTAL TESTIMONY?
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1 A.

2

3

I

A.

A.

4
5
6
7
8
9 I Q.

10 I
11 .
12 I Q.
13
14
15 \
16 I Q-
17 \ A.

Yes. First, as a quick housekeeping matter, I believe that Staff's rates do not

produce Staff's revenue requirement. I believe the revenues are short by

approximately $30,000. The $30,000 represents a discrepancy of about 0.85%.

Typically, tolerance is the rate of +I- 0.50 which would translate to about $20,000

in the instant case. So, Staff's proposed rates are fairly close to tolerance by that

measure. However, typically we can get much closer than +/- 0.5%. Having said

that, it appears that Staff has revised its rate design such that more of the revenue

recovery is from Me monthly minimums. This is a positive revision in my view .

PLEASE EXPLAIN.

The percent of revenue recovery from the monthly minimums under Staff's

proposed rates is now 46.05% compared to Staff's previous rates at 39.0%.

HAVE YOU UPDAT ED T HE ANALYSIS OF  REVENUE RECOVERY

FROM THE MONTHLY MINIMUMS AND THE COMMODITY RATES

USING STAFF'S PROPOSED RATES?

Yes. Shave included the update as Exhibit TJB-RJ3 (page 3).

PLEASE CONTINUE.

Despite a dramatic improvement in the percent of revenue recovery from the

monthly minimums, Staff's rate design is still characterized as having relatively

low first tier commodity rates for small residential customers, and high commodity

rates for small commercial and larger metered customers. In fact, under Staff's

rate design, Staff reduces the first tier commodity rate to $0.90 per 1,000 gallons

which is below the current first tier commodity rate for Bella Vista at $0.97 per

1,000 gallons. This sends the wrong price signal to the small residential customers

.- that water is cheaper.
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Q-

A.

Q-

A.

Q-

A.

DOES STAFF'S PROPOSED RATE DESIGN CONTINUE To SHIFT

REVENUE RECOVERY AWAY FROM THE SMALLER METERED

RESIDENTIAL CUSTOMERS?

Yes. Staff's proposed rate design continues to shift revenue recovery away from

the 5/8x3/4 inch residential class to the small commercial and larger metered

customer classes u

CAN YOU DEMONSTRATE THIS?

Yes. As shown on Exhibit TJB-RJ4 (page 2), the percent of total revenues from

die 5/8x3/4 inch residential customer (Bella Vista) decreases from 53.38 percent to

49.60 percent. By comparison, the commercial customers as a group contribute

29.94 percent of revenues under present rates whereas this group contributes 41.54

percent of revenues under Staff proposed rates .

PLEASE CONTINUE.

The 5/8x3/4 inch residential customers comprise the largest group of customers at

nearly 77 percent of the total customers yet this group continues to contn'bute far

less of a proportion of revenues compared to present rates .

Q- HAVE YOU UPDATED YOUR REBUTTAL SCHEDULE WHICH

PROVIDES FURTHER ILLUSTRATION OF THE REVENUE SHIFT?
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A. Yes, as shown on Exhibit TJB-RJ5 (page 1) is similar to the H-2 schedule

contained in the Company's rejoinder filing. The H42 shows the average bill at

present and proposed rates. Staff is recommending an overall revenue increase of

approximately 10.6 percent. But, as shown on the schedule, Staff is decreasing the

Bella Vista 5/8x3/4 inch residential customer rates by 2.5 percent.
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2

VIA.

Q.

4
5
6
7
8
LIQ.

10
11IA.
12

13

14

15

16

17

18

19 would not appreciably change the

20

21

22

HOW DOES STAFF'S PROPOSED RATE STACK UP AGAINST THE

COST OF SERVICE?

As shown on Exhibit TJB-RJ6 (page 1), which is similar to Rejoinder Schedule

G-0, Staff's proposed rates result in a relatively small return for the 5/8x3/4 inch

and a negative return for die % inch residential customers at 2.28 percent and

negative 0.27 percent, respectively. As a class, the residential customers provide

an over-all 2.30 percent return. Compare this to the commercial customers who

provide an over-all 24.5 percent return.

PLEASE RESPOND TO ms. BROWN'S CRITICISM OF YOUR COST OF

SERVICE STUDY.

Ms. Brown is critical of my cost of service study ("COSS") particularly in the area

of allocating costs to the customer function. It is Ms. Brown's belief that I should

have allocated less cost to the customer function and more to the demand and

commodity function." I would note that Ms. Brown has not prepared a cost of

service study in this case. Further, it is not clear exactly how Ms. Brown would

change the allocation factors I used in my cost of service study. Putting that aside,

while we are now forced to debate the finer points cost of service, the bottom line

is that allocating more of the costs Ms. Brown suggests should be allocated to the

demand function and commodity functions75

results of the COSS. More importantly, my conclusion that the 5/8x3/4 inch

residential customers (and residential customers in general) are being subsidized by

the commercial class would not change.

23

24
14 Brown Sb. at 35.

25

15 Id. at 33 -. 35. Ms. Brown suggests that more of a proportion of expenses such as insurance, rate case
expense, and miscellaneous expense should be allocated to the demand and commodity function. Ms.
Brown also suggests that more transportation costs (both depreciation and operating expense) should be
allocated to the demand and commodity functions.26 I
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1

A.

WHY?

Even if more costs are allocated to the demand and commodity function and less to

the commodity function, as Ms. Brown suggests, the 5/8x3/4 inch residential

customers will still be allocated the bulk of the costs. This is because the 5/8x3/4

inch residential customers as a class comprise the largest number of customers,

have the greatest demand on the system, and use the most water. A simple review

of the allocation factors for the 5/8x3/4 inch residential customers shows that this

will be true:

Function Factor (%)

Demand 66.0 l

Commodity 58.67

Customer 88.64

Further, the expenses which Ms. Brown suggests should be allocated differently

are relatively small compared to the total operating expenses. So, the fact that the

5/8x3/4 inch residential customer are the cause of the bulk of the expenses

combined with the fact that the expenses in question are relatively small will mean

that the impact on the results of the COSS will be very minor.

1
1

CAN YOU PROVIDE FURTHER ILLUSTRATION?

Q-

2 \
3
4
5
6
7
8
9

10
11
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14
15
16
17
18 Q.
19 A.

20
21
22
23
24
25
26

Yes. Ms. Brown suggests that certain expenses (health and life insurance, rate case

expense, miscellaneous expense, and bad debt expense) should be allocated

differently.76 These expenses comprise about 4.9% ($188,973) of the total

operating expenses proposed by Staff ($3,891,492).77 My cost of service study

allocated these costs 100% to the customer function. Ultimately, I allocated

$167,505 ($188,973 times 88.64%) to the 5/8x3/4 inch residential class. If I would
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A PkoFEsslonAI. CGRPORATIGN

PMGENIX

76 ld. at 34.

77 Includes property taxes and income taxes at proposed rates.

32



IIHIII

1

have allocated these costs equally to all three functions, the change in the total cost

attributed to the 5/8x3/4 inch residential customers would have been about

$33,000, or 0.85% of total operating expenses. This is shown as follows:

Allocated Expenses (Staff Proposed)
Insurance - Health and Life $
Reg. Comm. Exp. $
Reg. Comm. Exp. - Rate Case $
Miscellaneous Expense $
Bad Debt Expense $

Total Expense to Allocate $

7,290
10,628
67,439
85,438
18,178

188,973

Allocation Allocation
Factor
£321

66.01 %
58.67%
88.64%

Residential

Demand
Commodity
Customer

Factor (%)
33.33%
33.33%
33.33%

$
$
$

62,991
62,991
62,991

5/8x3/4 inch
$ 41 ,583
$ 36,956
$ 55,832

Total 100.00% $ 188,973 $ 134,372

Amount Allocated in COSS
Ms. Brown's Suggested Amount to be Allocated
Difference
Staff Proposed Total Operating Expenses
% of difference to total operating expenses

$
$
$
$

167,497
134,372

33,125
3,891 ,492

0.85%

plantMs. Brown also suggests that depreciation expense for some (office

equipment, tools and work equipment, power operated equipment, and

miscellaneous equipment)78 should be allocated differently. Depreciation for these

plant items comprise about 1.0% ($39,902) of the total operating expenses

proposed by Staff ($3,891,492).79 My cost of service study allocated these costs

100% to the customer function. So, I allocated $35,367 ($39,902 times 88.64%) to

the 5/8x3/4 inch residential class. If I would have allocated these costs equally to

all three functions, the change in the total cost attributed to the 5/8x3/4 inch
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vs Brown Sb. at 34.

79 Includes property taxes and income taxes at proposed rates.
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residential customers would have been less than $7,000, or 0.18% of total

operating expenses. This is shown as follows:

$

$

11 ,828

14,743

Allocated Depreciation Expense
Office Furniture and
Fixtures
Tools and Work
Equipment
Power Operated
Equipment
Miscellaneous Equipment

Total Expense to Allocate

$
$

$

2,eo0
10,731

39,902

Demand
Commodity
Customer

Allocation
Factor
(241

33.33% $
33.33% $
33.33% $

Factor
M l

13,301 66.01 %
13,301 58.67%
13,301 88.64%

$
$
$

Residential

5/8X3/4 inch
8,780
7,803

11 ,789

Total 100.00% $ 39,902 $ 28,373

Amount Allocated in COSS
Ms. Brown's Suggested Amount to be Allocated
Difference
% of difference to total operating expenses

$
$
$

35,367
28,373

6,994
0.18%
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Combined the total reduction of costs for the 5/8x3/4 inch residential customers

would have been about $40,000 ($33,l25 plus $6,994), or about 1 percent of total

operating expenses. Ultimately, the rate of return provided by the 5/8x3/4 inch

residential customers under Staff's proposed rates would increase by about 0.8

percent to 3 percent from the 2.28 percent found in Exhibit TJB-RJ6.
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1 l Q-
2
3 I A.

4
5
6 I Q.
7
8
9 I

10
11
12 l Q.
13
14
15 1 A.
16
17 \ Q.
18
19

A.

20iA.

in.

I

THANK YOU, MR. BOURASSA. PLEASE COMMENT ON RUCO'S RATE

DESIGN?

RUCO's rate design is very similar to the Company initial rate design. However,

like the Company's initial rate design, RUCO's rates continue to suffer from the

problem of cross-over of bill arnounts.80

H A V E  Y O U  P R E P A R E D  E X H I B I T S O N  R U C O ' S  R A T E  D E S I G N

SIMILAR TO THE EXHIBITS YOU PREPARED FOR STAFF'S RATE

DESIGN?

Yes. Similar schedules discussed above for Staff are also included in exhibits

TJB-RJ3 and TJB-RJ4, TJB-RJS, and TJB-RI6.

A. Miscellaneous Charges

is THERE ANY DISAGREEMENT BETWEEN THE COMPANY AND

STAFF ON THE COMPANY'S PROPOSED METER AND SERVICE LINE

INSTALLATION CHARGES?

No. The Company has adopted Staff's recommended meter and service line

installation charges.

is THERE ANY DISAGREEMENT BETWEEN THE COMPANY AND

STAFF ON THE COMPANY'S PROPOSED MISCELLANEOUS

CHARGES?

No.

DO YOU HAVE ANY RESPONSE TO STAFF'S RECOMMENDATIONS

CONCERNING THE COMPANY PROPOSED HOOK-UP FEE?

No. Response to Staff's testimony can be found in the rebuttal testimony of Greg

Sorensen.81 I do agree with him, however. My reading of the NARUC definition

21

22

23 A.

24

25

26

80 Bourassa Rb. at 38.

81 Rebuttal Testimony of Greg Sorensen at 5 .- 8.
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1

2

of CIAC supports that mere receipt of hook up fees does not create CIAC, CIAC

comes after the funds have been "utilized" for plant.

Q- DO YOU HAVE ANY RESPONSE TO STAFF'S AND/OR

RECOMMENDATIONS CONCERNING THE COMPANY PROPOSED

LOW INCOME TARIFF?

A.
. . . . . 82

No. Mr. Sorensen addresses thls issue in his testlmony.

Q- DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY?

A. Yes .

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26 82 Sorensen Rj. at 12.
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Be\Ia Vista Water Company (Consolidated)
Revenue Breakdown Summary

Present Rates

Attachment
Page 1

5/8x3/4 Inch
5/8X3/4 Inch
5/8X3/4 Inch
3/4 Inch
3/4 Inch
1 Inch
2 Inch

Residential
Residential
Residential
Residential
Residential
Residential
Residential

Bella Vista
Northern Sunrise
Souther Sunrise
Bella Vista
Norther Sunrise
Bella Vista
Bella vista

$
$
$
$
$
$
$
$

Current
Monthly

Mims
1 ,332,900

127,596
294,624

8,989
558

2,698
507

1 ,767,872
53.60%
63.60%

Commodity
First Tier

$ 117,412
$ 10,155
$ 27,442
$ 595
$ 3
$ 84
$ 7
$ 155,698

5.60%
69.21%

Commodity
Second Tier
s 558,072
$ 17,388
$ 39,620
$ 1,517
$ 355
$ 1 ,030
$ 57
$ 618,039

22.24%
91 .44%

Commodity
Third Tier

$ 138,609
$ 31 ,907
$ 64,802
$ _
$ 428
$ 2,009
$ 153
$ 237,909

8.56%
100.00%

$
$
$
$
$
$
$
$

Total
2,146,992

187,046
426,488
11 ,100
1,344
5,821

725
2,779,517

100.00%Pereent of Revenues
Cummulative Percentage

26,828
1 ,369

27,163

$
$
s
$
$
$
$
$
$

75,854
499,575

1 ,439
93,373
48,706

725

5/8 Inch
3/4 Inch
1 Inch
1 Inch
1 .5 Inch
2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

Bella Vista
Bella Vista
Bella Vista
Southern Sunrise
Bella Vista
Bella Vista
Southern Sunrise
Bella Vista
Bella Vista
Bella Vista
Bella Vista

$
s
$
$
$
$
$
$
$
$
$

68,580
1,634

46,871
1 ,860

35,190
138,381

2,976
38,033
6,228

11 ,400
15.540

$
$

4.543 $
113  $

1.199 $
5 7  $

4 8 2  $
1,954 $

7  $
3 0  $

(34) $
$
$11

23,125 $
299  $

15,423 $
2 0 4  $

6,853 $
15,274 $

- $
2,366 $

(8,241) $
105  $
2 7  $

$
$
$
$
$
$
$
$
$
$
$

122,876
3,415

90,656
2,121

118,379
655,183

4,422
133,801
46,658
12,229
15,578

$ 366,693
30.42%
30.42%

$ 8,360
0.69%

31 .12%

$ 55,435
4.60%

35.72%

$ 774,831

64.28%
100.00%

$ 1,205,319

100.00%Percent of Revenues
Cummulative Percentage

4 Inch
6 Inch
8 Inch

Fire Sprinkler Bella Vista
Fire Sprinkler Bella Vista
Fire Sprinkler Bella Vista

$
$
$

5,940
2,394

155

$
$
$

$
$
$

$
$
$

5,940
2,394

155

$ $ $ $ $ 8,489

100.00%Percent of Revenues
Cummulative Percentage

8,489

100.00%
100.00%

0.00%
100.00%

0.00%
100.00%

0.00%
100.00%

3 Inch Hydrant Bella Vista $ 20,479 $ 25 $ 9.178 $ 29,683

Grand Total
Percent of Total Revenues
Cummulative Percentage

$ 2, 163,533
53.78%
53.78%

$ 164,084
4.08%

57.86%

$ 682,652
16.97%
74.83%

$ 1,012,740
25.17%

100.00%

$ 4,023,008
100.00%
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Bella Vista Water Company (Consolidated)
Revenue Breakdown Summary

Company Proposed Rates

Attachment
Page 2

Commodity
Third Tier

$ 694,289
$ 26,686
$ 53,796
$ 577
$ 580

5/8x3/4 Inch
5/8x3/4 Inch
5/8x3/4 Inch
3/4 Inch
3/4 Inch
1 Inch
2 Inch

Residential
Residential
Residential
Residential
Residential
Residential
Residential

Bella Vista
Northern Sunrise
Southern Sunrise
Bella Vista
Norther Sunrise
Bella Vista
Bella Vista

$
s
$
$
$
$
$
$

Commodity
Second Tier
$ 476,092
$ 19,402
$ 45,690
$ 2,298
$ 54
$ 3,849
$
$

Current
Monthly

Mins
1,510,620

69,972
161,568

10,098
306

3,672
1,142

1,757,378
54.14%
54.14%

Commodity
First Tier

s 140,911
$ 6,159
$ 16,625
$ 756
$ 3
$ 578
$ 272
$ 165,304

5.09%
59.23%

547,386
16.86%
76.10%

$ 775,929
23.90%

100.00%

$
$
$
$
$
$
$
$

Total
2,821 ,912

122,220
277,679

13,729
943

8,099
1 ,414

3,245,997

100.00%Percent of Revenues
Cummulative Percentage

81,420
2,476

54,482

111,567
667.463

505
124,516
61,618

5/8 Inch
3/4 Inch
1 Inch
1 Inch
1.5 Inch
2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

Bella Vista
Bella Vista
Bella Vista
Souther Sunrise
Bella vista
Bella Vista
Souther Sunrise
Bella Vista
Bella Vista
Bella Vista
Bella Vista

$
$
$
$
$
s
$
$
$
$
$

77,724
1,836

63,801
918

78,030
310,733

1 ,142
59,405
11 ,475
10,200
16,320

$
$
$
S
$
s
s
$
$
$
$

7,388 $
1 5 9  s

7,407 $
252  $

8,855 $
67,985 s

4 8 3  $
9,254 $

(1,581) $
990  $
6 5  $

$
s
$
$
$
$
s
$
$
$
$

166,532
4,470

125,691
1,170

198,452
1,046,181

2,131
193,175

71,512
11,190
16,385

$ 631 ,584
34.38%
34.38%

$ 101,256
5.51 %

39.90%

$ 1,104,047
60.10%

100.00%

$ $ 1 .836,888

100.00%Percent of Revenues
Cummulative Percentage

0.00%
100.00%

14 Inch
6 Inch
8 Inch

Fire Sprinkler Bella Vista
Fire Sprinkler Bella Vista
Fire Sprinkler Bella vista

$
$
$

17,820
4,284

326

$
$
$

$
$
$

$
$
$

17,821
4.284

326

$ 22,430

100.00%
100.00%

$ 1

0.00%
100.00%

$ $ $ 22,431

100.00%Percent of Revenues
Cummulative Percentage

0.00%
100.00%

0.00%
100.00%

pa Inch Hydrant Bella Vista $ 31,987 $ (731)  $ 15,834 $ 47,090

Grand Total
Percent of Total Revenues
Cummulative Percentage

$ 2,443,380
47.42%
47.42%

$ 265,830
5.16%

52.58%

$ 1567,267
32.36%
84.94%

$ 775,929

15.06%
100.00%

$ 5,152,406
100.00%



Bella Vista Water Company (Consolidated) .. Staff Rates
Revenue Breakdown Summary

Staff Proposed Rates

Attachment
Page 3

Commodity
Third Tier

$ 623,261
$ 23,589
$ 48,329
$ 457
$ 562

5/8x3/4 Inch
5/8x3/4 Inch
5/8x3/4 Inch
3/4 Inch
3/4 Inch
1 Inch
2 Inch

Residential
Residential
Residential
Residential
Residential
Residential
Residential

Bella Vista
Norther Sunrise
Southern Sunrise
Bella Vista
Norther Sunrise
Bella Vista
Bella Vista

$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$

Current
Monthly

Mims
1 ,199,610

55,566
128,304

7, 128
216

2,880
1 ,200

1 ,394,904
55.20%
55.20%

Commodity
First Tier

$ 69,878
$ 3,055
$ 8,244
$ 375
$ 1
$ 547
$ 257
$ 82,357

3.26%
58.46%

Commodity
Second Tier
$ 306,299
$ 12,455
$ 29,255
$ 1 ,469
$ 38
$ 4,050
$
$ 353,567

13.99%
12.45%

$ 696,197

27.55%
100.00%

Total
2, 199,048

94,664
214, 132

9,429
817

7,478
1 ,457

2,527,025

100.00%Percent of Revenues
Cummulative Percentage

77,261
2,464

57,253

114,916
707,317

536
122,905

65,861

5/8 Inch
3/4 Inch
1 Inch
1 Inch
1.5 Inch
2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial

Bella Vsta
Bella Vista
Bella Vista
Southern Sunrise
Bella Vista
Bella Vista
Southern Sunrise
Bella Vista
Bella Vista
Bella vista
Bella Vista

$
$
$
$
$
$
$
$
$
$
s

61 ,722
1 ,296

50,040
720

63,240
326,400

1 ,200
62,400
11 ,232
7,500

12,000

$
$
$
s
$
$
$
$
$
$
$

6,554 $
158  $

7,005 $
238 $

8,542 $
64,293 $

457  $
9,101 $

(2,103) $
936  $

61 $

$
$
$
$
$
$
$
$
$
$
s

145,537
3,918

1 14,298
958

186,698
1,098,010

2,193
194,406
74,990
8,436

12,061

$ $ $ $ $ 1,841,504
100.00%Percent of Revenues

Cummulative Percentage

597,750
32.46%
32.46%

95,242
5.17%

37.63%

1,148,513

62.37%
100.00%

0.00%
100.00%

14 Inch
6 Inch
8 Inch

Fire Sprinkler Bella Vista
Fire Sprinkler Bella Vista
Fire Sprinkler Bella Vista

$
$
$

11 ,880
3,150

240

$
$
$

$
$
$

$
$
$

11,881
3,150

240

$ $ $ $ s 15,271

100.00%Percent of Revenues
Cummulative Percentage

15,270

100.00%
100.00%

1

0.00%
100.00%

0.00%
100.00%

0.00%
100.00%

3 Inch Hydrant Bella Vista $ 33,600 $ (785)  $ 16,994 $ 49,809

Grand Tote\
Percent of Total Revenues
Cummulative Percentage

$ 2,041,524
46.05%
46.05%

$ 176,815
3.99%

50.03%

$ 1,519,073
34.26%
84.30%

$ 696,197

15.70%
100.00%

$ 4,433,609
100.00%



Betta Vista Water Company (Consolidated) - RUCO Rates
Revenue Breakdown Summary

RUCO Proposed Rates

Attachment
Page 4

Commodity
Third Tier

$ 709,041
$ 27,150
$ 54,949
$ 572
$ 604

5/8x314 Inch
5/8x3/4 Inch
5/8x314 Inch
3/4 Inch
3/4 Inch
1 Inch
2 Inch

Residential
Residential
Residential
Residential
Residential
Residential
Residential

Bella Vista
Norther Sunrise
Souther Sunrise
Bella vista
Norther Sunrise
Bella Vista
Bella Vista

$
$
$
$
$
$
$
$

Current
Monthly

Mine
1,305,353

60,464
139,614

8,724
264

3,173
987

1,518,579

51 .05%
51 .05%

Commodity
First Tier

s 125,726
s 5,496
$ 14,833
$ 675
$ 2
$ 396
$ 186
s 147,314

4.95%
56.01%

Commodity
Second Tier
$ 449,657
s 18,315
$ 43.104
$ 2,167
s 52
$ 2,896
$
$ 516,191

17.35%
73.36%

$ 792,317
26.64%

100.00%

$
$
$
$
$
$
$
$

Total
2,589,777

11 1 ,425
252,500
12,137

923
6,465
1,173

2,974,401
100.00%Percent of Revenues

Cummulative Percentage

61,708
1 ,893

40,947

84.096
505,429

383
93.720
46,513

5/8 Inch
3/4 Inch
1 Inch
1 Inch
1.5 Inch
2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commereial
Commercial
Commercial

Bella Vista
Bella Vista
Bella Vista
Souther Sunrise
Bella \Esta
Bella Vista
Southern Sunrise
Bella Vista
Bella Vista
Bella vista
Bella vista

$
$
$
$
$
$
$
$
$
$
$

67,163
1 ,see

55,127
793

67,412
268,464

987
51 ,324
9,914
8,813

14,100

$
$
$
$
$
$
$
$
s
$
$

5,055 $
109  $

5,069 s
172  $

6,060 $
46,522 $

331 $
6,332 $

(3,397) $
677 s
4 4  $

s
$
$
$
$
$
$
$
$
$
$

133,926
a,588

101,144
965

157,568
820,415

1 ,701
151,376
53,030
9,490

14,144

$ 545,683
37.70%
37.70%

$ 66.974
4.63%

42233%

$ 834,690
57.67%

100.00%

$ $ 1 ,447,347

100.00%Percent of Revenues
Cummulative Percentage

0.00%
100.00%

04 Inch
6 Inch
8 Inch

Fire Sprinkler Bella Vista
Fire Sprinkler Bella vista
Fire Sprinkler Bella vista

s
$
$

17,820
3,701

282

$
$
$

$
$
$

$
$
$

17,820
3,701

282

$ 21,803

100.00%
100.00%

$ 0

0.00%
100.00%

$ $ $ 21,804
100.00%Percent of Revenues

Cummulative Percentage
0.00%

100.00%
0.00%

100.00%

3 Inch Hydrant Bella Vista (783) $ 16,965

Reconciling Amount

$ 27,636 $

$ (7,036)

$ $Grand Total
Percent of Total Revenues
Cummulative Percentage

2,106,665
47.02%
47.02%

213,505
4.77%

5119%

$ 1 ,367,846
30.53%
82.32%

$ 792,317

17.68%
100.00%

$ 43,817

$ (7,036)

$ 4,480,334
100.00%



Bella Vista Water Co., Inc.
Northern Sunrise Water Company Inc.
Southern Sunrise Water Company Inc.

W-02465A-09-0411, W-20453A-
W-02465A-09-0_14, W-20453A

09-0412, W-20454A-09_04139
-09-0414 and W-20454A-09-0414

Thomas J. Bourassa
Rejoinder Testimony

(Rate Base, Income Statement And Rate Design)
July 7, 2010

Exhibit
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Rejoinder Schedule A-1
Page 1
Witness: Bourassa

Fair Value Rate Base $ 7,857,799

Adjusted Operating Income 80,007

Current Rate of Return 1.02%

$ 773,993Required Operating Income

Required Rate of Return on Fair Value Rate Base 9.85%

Operating income Deficiency

Gross Revenue Conversion Factor

$ 693,987

1 .6286

Increase in Gross Revenue Revenue Requirement 1,130,251

Adjusted Test Year Revenues
Increase in Gross Revenue Revenue Requirement
Proposed Revenue Requirement
% Increase

$
$
$

4,162,136
1,130,251
5,292,386

27.16%

Customer
Classification
5/8 Inch
3/4 Inch
1 Inch
2 Inch

Residential
Residential
Residential
Residential
subtotal

$ $ $

Percent
Increase

16.67%
17.95%
39.14%
95.17%
16.74%$

Present
Rates
2,752,231

12,526
5,821

725
2,771 ,302 $

Proposed
Rates
3,211 ,043

14,774
8,099
1,414

3,235,331 $

Dollar
Increase

458,812
2,248
2,278

690
464,029

Commercial
Commercial

$ $ $5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal $

124,380
3,382

91,585
115,753
656,390
131,628
56,353
12,229
15,578

1,207,278 $

168,716
4,425

125,558
194,186

1,045,096
190,095
85,975
11,190
16,385

1 ,841,625 $

44,336
1.043

33,973
78,432

388,706
58,467
29,623
(1 ,040)

807
634,346

35.65%
30.83%
37.09%
67.76%
59.22%
44.42%
52.57%
-8.50%
5.18%

52.54%

3 Inch Hydrant $ 31,719 $ 50,361 $ 18.642 58.77%

4 Inch
6 Inch
8 Inch

Fire Sprinkler
Fire Sprinkler
Fire Sprinkler
Subtotal

$ $ 200.00%

$

8,050
2.394

155
8,599 $

18,150
4,284

326
22,760 $

12,100
1,a90

171
14,161

110.04%
164.67%

$ $ $ 1,131,178
(867)

Subtotal Revenues before Annualization
Revenue Annualization
Miscellaneous Revenues
Reconciling Amount H-'i Io C-1
Total of Water Revenues

Line
No.-
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
lg
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
so
51
52
53
54
55
56
57
58

$

4,018,899
2,995

139,114
1,128

4,162,136 $

5,150,077
2,328

139,114
B57

5,292,386 $
(261 )

1,130,250

28.15%
-22.27%

0.00%
-23.14%
27.16%

SUPPORTING SCHEDULES:
Rejoinder B-1
Rejoinder C-1
Rejoinder C-3
Rejoinder H-1



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Summary of Rate Base

Exhibit
Rejoinder Schedule B-1
Page 1
Witness: Bourassa

Line

Q S
Original Cost

Rate base
Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 26,610,749
10.528.021

s 26.610.749
10.528.021

Net Utility Plant in Service $ 16,082,728 $ 16.082.728

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction

6.781.443 6.781.443

542.445 542.445

Accumulated Amortization of CIAC (230,570) (230,570)

Customer Meter Deposits
Deferred Income Taxes & Credits

559,605
572,006

559,605
572,006

Plus:
Unamortized Debt Issuance
Costs

Deferred Reg. Assets
Working capital

Total Rate Base $ 7,857,799 s 7,857,799

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

SUPPORTING SCHEDULESz
Rejoinder B-2
Rejoinder B-3
Rejoinder B-5

RECAP SCHEDULES:
Rejoinder A-1



all

Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments

Exhibit
Rejoinder Schedule B-2
Page 1
Witness: Bourassa

Adjusted
at end of
Test Year

Proforma
Adjustment

Amount

Rejoinder
at end of
Test Year

Gross Utility
Plant in Service $ 28,165,702 (1 ,554,953) $ 26,610,749

Less :
Accumulated
Depreciation 12,057,912 (1 ,529,891) 10,528,021

Net Utility Plant
in Service $ 16,107,790 $ (25,061 ) $ 16,082,728

Less:
Advances in Aid of
Construction 6,781,443 6,781 ,443

Contributions in Aid of
Construction 542,445 542,445

Accumulated Amort of CIAC (230,987) 417 (230,570)

559,605
572,006

Customer Meter Deposits
Deferred Income Taxes & Credits

559,605
(173,329) 745,335

Plus:
Unamortized Debt Issuance
Costs

Deferred Reg. Assets
Working capital

Tota I $ 8,628,613 $ (770,814) $ 7,857,799

Line

1
2
3
4
5
6
7
8
g
10
1 1
12
13
14
i s
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

SUPPORTING SCHEDULES:
Rejoinder B-2, pages 2

RECAP SCHEDULES;
Rejoinder B-1
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - A

Exhibit
Rejoinder Schedule B-2
Page 3.1
Witness: Bourassa

Post Test Year Plant

$ 104,507Rejoinder Adjusted Post Test Year Plant (Acct 331)

Adjusted Post Test Year Plant per Direct (Acct 331) $ 110,057

Increase (decrease) to plant-in-sewice $ (5,550)

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

REFERENCES
Testimony and Co. Response to MSJ 5.2



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - B

Exhibit
Rejoinder Schedule B-2
Page 3.2
Witness: Bourassa

Post Test Year Plant Plant Retirement

Rejoinder Adjusted Post Test Year Plant (Acct 331)

Adjusted Post Test Year Plant per Direct (Acct 331)

$ (3,496)

$ (12,000)

Increase (decrease) to plant-in-sewice 35 8,504

REFERENCES
Testimony and Co. Resposne to MSJ 5.2

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 .. C

Exhibit
Rejoinder Schedule B-2
Page 3.3
Witness: Bourassa

McClain Acquisition Costs

$ 155,378Rejoinder McClain Acquisition Costs

McClain Acquisition Costs per Direct $ 300,001

Increase (decrease) to plant-in-service $ (144,623)

Line
No.
1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

REFERENCES
Testimony and Co. Response to CSB 10.3



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - D

Exhibit
Rejoinder Schedule B-2
Page 3.4
Witness: Bourassa

Adiusted Allowance for Funds Used During Constructiion ("AFUDC")

As Filed
$

Revised
$

Adjustment
$

46,467 35,991 (10,476)

6,730 4,791

542

(1 ,940)

(542)

(17,134)29,470
342

12,336
342

57,619 30,030 (27,589)

2275,002
1 ,475

18,968
498

3,793

(4,775)
(1,475)

(15,174)
(498)

1,021 677 (344)

109 (109)

8.416
3,176

8.416
3.176

Acct
301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

330.1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment plant
Chemical Solution Feeders
Dist. Reservoirs gt Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

0
$ 179,833 s

0
99,778 $ (80,055)

Adjustment to plant-in-service $ (80,055)

Line
I i i ;

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
.23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
4s
46
47
48
49
50

REFERENCES
Testimony
Rejoinder B-2, page 3.5 to 3.16
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - E

Exhibit
Rejoinder Schedule B-2
Page 3.5
Witness; Bourassa

Retirements

Adjustment

(4,181)
(4,565)

(432,710)
(26,254)

(43,858)

(592,002)
(16,315)

(124,204)
(7,765)

(0)
(25,258)

(26,760)

(2,132)

Acct
301
302
303
304
305
306
307
308
309
s10
311
320

320. 1
320.2
330

330. 1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Gallen'es and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs & Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Sewioes
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

(0)
(24,184)
(3,042)

$ (1 ,333,228)

Adjustment to plant-in-service $ (1,333,228)

Line
M

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

REFERENCES
Testimony
Rejoinder B-2, page 3.5.1
Rejoinder B-2, page 3.6 to 3.16
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 2 - A

Exhibit
Rejoinder Schedule B~2
Page 4.1
Witness: Bourassa

Rejoinder Adjusted Post Test Year Plant (Acct 331 )

Adjusted Post Test Year Plant per Direct (Acct 331)

$ (3,496)

$ (12,000)

Increase (decrease) to plant-in-service $ 8,504

Line

_MQ
1 Post Test Year Plant Plant Retirement

2
3
4
5
6
7
8
9

10
11
12
13
14
15
18
17
18
19
20
21
22
23
24
25

REFERENCES
Testimony and Co. Response to MSJ 5.2



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - B

Exhibit
Rejoinder Schedule B-2
Page 4.2
Witness: Bourassa

Adiustment
$

(4,181)

(4,565)

(432,710)
(26,254)

(43,858)

(592,002)
(16,315)

(124,204)
(7,765)

(0)
(25,258)

(26,760)

(2, 132)

(0)
(24, 184)

(3,042)

Acct
301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

330. 1
330.2
331
333
334
335
336
339
340

340.1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment plant
Chemical Solution Feeders
Dist. Reservoirs 8< Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

$ (1 ,333,228)

Adjustment to accumulated depreciation $ (1 ,333,228)

Line
M ;

1 Retirements
2
3
4
5
6
7
8
g
10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

REFERENCES
Testimony
Rejoinder B-2, page 3.5.1
Rejoinder B-2, page 3.6 to 3.16
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Original Cost Rate Base Profomla Adjustments
Adjustment 4

Exhibit
Rejoinder Schedule B-2
Page 6
Witness: Bourassa

Line

M
1
2
3
4

ClAC and Accumulated Amortization

Computed balance at 3/31/2009

Gross CIAC

$ 542,445
Acc um. Amory.

$ 230,570

Adjusted balance at 3/31/2009 $ 542,445 s 230,987

Increase (decrease) $ $ (417)

Adjustment to CIAC

Label
$

4a
$

Cb

417

5
6
7
8
9
10
11
12

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

SUPPORTING SCHEDULES
Rejoinder B~2, page 6.1 to 6.5
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009
Computation of Working Capital

Exhibit
Rejoinder Schedule B-5
Page 1
Witness: Bourassa

$ 280,300
25,394

30

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Materials and Supplies
Prepaids 23,268

Total Working Capital Allowance $ 328,992

Working Capital Requested $

SUPPORTING SCHEDULES3
Rejoinder C-1

RECAP SCHEDULES:
Rejoinder B-1

Cash Working Capital Detail
Adjusted

Test Year Results

$ 4,082,129

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

29
30
31

Total Operating Expense
Less:
Income Tax
Property Tax
Depreciation
Purchased Water
Pumping Power
Allowable Expenses

1/8 of allowable expenses
$

$

(19,780)
201 ,215

1,048, 124
708

609,459
2,242,403

280,300



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Income Statement

Exhibit
Rejoinder Schedule C-1
Page 1
Witness; Bourassa

Test Year
Adjusted
Results Adjustment

Rejoinder
Test Year
Adjusted
Results

Proposed
Rate

Increase

Rejoinder
Adjusted
with Rate
\increase

$ 4,023,022 $ $ 4,023,022 $ 1,130,251 $ 5,153,272

$

139,114
4,162,136 $ $

139,114
4,162,136 $ 1,130,251 $

139,114
5,292,386

$ $ $

708
609,459

708
609,459

708
609,459

(19,076)
22,971

(8,703)

5,715
49,998

4,696
41,937

1 ,580,298
51,155

140
60,600

116,419
59,410
7,290

10,628
150,000

85,938
18,178

1,048,124

5,715
49,998
4,696

41.937
1,580,298

51 ,155
140

60,600
1 16,419
59,410

7,290
10,628

150,000
85,938
18,178

1 ,048,124

5,715
49,998

4,696
41 ,937

1 ,599,375
28,184

140
60,600

125,122
59,410

7,290
10,628

150,000
92,502
18,178

1 ,122,485

(6,564)

(74,360)

$
$

199,553
(43,092)

4,142,888
19,248

$
$

1,662
23,311

(60,759) $
60,759 $

201 ,215
(19,780)

4,082_129
80,007

$
$

436,264
436,264
693,987

$
$

201,215
416,484

4,518,393
773,993

Operating Expenses
Salaries and Wages
Purchased Water
Purchased Power
Fuel for Power Production
Chemicals
Materials & Supplies
Outside Services
Outside Sewices- Legal
Outside Sewices- Other
Water Testing
Equipment Rental
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Reg. Comm. Exp.
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest income
Other income (loss)
Interest Expense
Other Expense

(110.537) (935) (111,472) (11 1.472)

$
$

(111 ,472)
662,521

Total Other Income (Expense)
Net Prof i t  (Loss)

$
$

(110,537)
(91 ,290)

$
$

(935) $
59,824 $

(111,472) $
(31,466) $ 693,987

Line

NO
1 Revenues
2 Metered Water Revenues
3 Unmetered Water Revenues
4 Other Water Revenues

5
6
7
8
9
10
1 1
12
13
14
15
16
17
18
1 g
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42
43

SUPPORTING SCHEDULES:
Rejoinder C-1, page 2

RECAP SCHEDULES:
Rejoinder A-1
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Rejoinder Schedule C-2
Page 2
Witness: Bourassa

Line

M
Depreciation Expense

Adjusted
O r i g i n a l

Cost
Proposed

Rates
Depreciation

Expense

961
688,011

1,914,771
46,813

63,762
1,170

1,298,272 43,232

3,256
1.293

2,327,407
83,385

65
65

290,926
2,777

2.637.716 58,557

12,226,889
1 ,482,462
1 ,378,333

961 ,896

244,538
49,366

114,815
19,238

114.539
177,672
160,920
268,464

7,640
1 1,851
32,184
53,693

122,712 6.136

Acct.
8 9 .
301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

330. 1
330.2
331
333
334
335
336
339
340

340.1
341
342
343
344
345
346
347
348

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
6.67%
2.00%
5.00%

12.50%
3.33%
3.33%

20.00%
2.22%
2.22%
5.00%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
6.67%

20.00%
20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs & Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

31.548
420,744
107,306
155,378

1,577
42,074
10,731
15,538

TOTALS $ 26,610,749 $ 1,069,934

Less: Amortization of Contributions $ 542,445 4.0207% $ (21,810)

$ 1,048,124

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

Total Depreciation Expense

Adjusted Test Year Depreciation Expense per Direct

Increase (decrease) in Depreciation Expense

1,122,485

(74,360)

Adjustment to Revenues and/or Expenses $ (74,360)
51
52
53
54
55
56

SUPPORTING SCHEDULE
Rejoinder B-2, page 3
Rejoinder B-2, page 6

Fully Depreciated



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Rejoinder Schedule C-2
Page 3
Vvhtness: Bourassa

$ 4,162,136
4,162,136
5,292,386
4,538,886
9,077,772

$
$

$ 526,003

Adjusted Revenues in year ended 3/31/09
Adjusted Revenues in year ended 3/31/09
Proposed Revenues
Average of three year's of revenue
Average of three year's of revenue, times 2
Add :
Construction Work in Progess at 10%
Deduct:
Book Value of Transportation Equipment 19,514

Full Cash Value
Assessment Ratio
Assessed Value
Property Tax Rate

s 9,584,261
21 °/,

2,012,695
9.8984%

Property Tax
Plus: Tax on Parcels

199,224
1,991

$Total Property Tax at Proposed Rates
Property Taxes recorded during the test year
Change in Property Taxes $

201,215
199,553

1.662

Line
ELL
1 Property Taxes:
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

Adjustment to Revenues and/or Expenses $ 1 ,662



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

ADJUSTMENTS TO REVENUES AND/OR EXPENSES
Adjustment Number 3

Exhibit
Rejoinder Schedule C-2
Page 4
Witness: Bourassa

Remove Meals, Entertainment and Contributions

Meals and Entertainment
Contributions

$ (6,564)
(500)

Increase(decrease) Miscellaneous Expense $ (6,564)

Adjustment to Revenue and/or Expense $ (6,564)

Line

_N&
1
2
3
4
5
6
7

8
g

10
11

12
13
14

15
16
17

18
19
20
21
22
23
24

SUPPORTING SCHEDULES
Staff Schedule CSB-18
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 4

Exhibit!
Rejoinder Schedule C-2
Page 5
Witness: Bourassa

Water Testing Expense

Proposed Water Testing Expense $ 51,155

Adjusted Test Year Expense 28,184

Increase (decrease) in Water Testing Expense $ 22,971

Line
M
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

REFERENCE
See testimony



Betta Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Rejoinder Schedule C-2
Page 6
Witness: Bourassa

Transportation Expense (Remove Airlink costal

Date Invoice
9/30/2008 1023
9/30/2008 1040
9/30/2008 1021
9/30/2008 1038
9/30/2008 1022
9/30/2008 1039

$
Amount

(5,596)
(1 ,427)

(516)
(131 )
(823)
(210)

Total $ (8,703)

Increase (decrease) in Water Testing Expense $ (8,703)

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14

15
16
17
18
19
20

REFERENCE
See testimony
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 7

Exhibit
Rejoinder Schedule C-2
Page 8
Witness: Bourassa

Interest Synchronization

$ 7,857,799
1 .42%

$

Fair Value Rate Base
Weighted Cost of Debt
Interest Expense 111,472

Test Year Interest Expense $ 1 10,537

Increase (decrease) in Interest Expense 935

Adjustment to Revenue and/or Expense $ (935)

Weighted Cost of Debt Computation

Cost

6.28%

10.90%

Weighted

Cost

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Debt

Equity

Total

$

$

$

Amount

1,697,323

5,812,207

7,509,530

Percent

22.60%

77.40%

10000%

1.42%

8.44%

9.85%



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Adjustment to Revenues and/or Expenses
Adjustment Number 8

Exhibit
Rejoinder Schedule C-2
Page 9
Witness: Bourassa

Income Tax Computation

Test Year
Adjusted
Results

Adj used
with Rate
Increase

Taxable Income $ $ 1,079,005

Taxable Income $

(51 ,246)

(51 ,246) $ 1,079,005

Arizona Income Before Taxes $ 1,079,005

$ 75,185
6.97%

Less Arizona Income Tax
Rate =
Arizona Taxable Income s 1.003.820

Arizona Income Taxes $ 75,185

Federal Income Before Taxes $ 1,079,005

Less Arizona Income Taxes $ 75,185

Federal Taxable Income $ 1,003,820

FEDERAL INCOME TAXESZ
15% BRACKET
25% BRACKET
34% BRACKET
39% BRACKET
34% BRACKET

s
$
$
$
$

Federal Income Taxes $

7,500
6,250
8,500 Federal

91,650 Effective
227,399 Tax

Rate
341,299 31.63%

Total Income Tax $ 416,484

Overall Tax Rate 38.60%

Line

1
2
3
4
5
6
7
8
9

10
1 1
12
13
14
15
16
17
18
19
20
21
22
23

24
25
26
27
28
29
30
31
32
33
34

35
36
37

38
39

40
41
42
43
44
45

46

Income Tax at Proposed Rates Effective Rate

Adjusted Test Year Income Taxes

Adjustment to Income Taxes

$ (19,780)

(43,092)

23,311



Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Computation of Gross Revenue Conversion Factor

Exhibit
Rejoinder Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
31 .63%

State Income Taxes 6.97%

Other Taxes and Expenses 0.00%

Total Tax Percentage 38.60%

Operating Income % = 100% - Tax Percentage 61 .40%

Gross Revenue Conversion Factor1
Operating Income % 1 .6286

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rejoinder A-1
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

COMMODITY - DEMAND METHOD FUNCTION FACTORS
Plant and Depreciation Expense Allocations Functions

Exhibit
Rejoinder Schedule G-7
Page 2
V\htness: Bourassa

Total Commoditv
0.10
0.10
0.10

Customer Meter ServiceDemand
0.90
0.90
0.90
1,00
0.90
1.00

0.10

1 .00

1 .00

1 .00

0.25
1 .00
0.75
1.00
0.750.25

1.00
1.00

Line

_Ni
1
2
3
4
5
e
7
8
g
10
11
12
13
14
15
16
17
18
19
20

Description
Wells
Pumps 8¢ Equipment
Trans. & Dist. Mains
Structures & Improve.
Water Treatment Equip,
Land
Customer
Services
Meters
Fire Hydrants
Transportation Equip.
Office Furniture
Communication Equip.
Specific
Specific
Specific

Factor
F-1
F-2
F-3
F-4
F-5
F-6
F-7
F-8
F-9
F-10
F-1 1
F-12
F-13
SF-1
SF-2
SF-3

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00 1 .00
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Cost of Service Study, Using Commodity Demand Method
Development of Class Allocation Factors

Exhibit
Rejoinder Schedule G-7
Page 3
V\Atness1 Bourassa

COMMODITY ALLOCATION FACTOR (C-1 I

(a)
Total Gallons
(in 1,000'$)
In Test Year

664,275
z,o42
1 .728

129
33_663

969
24,289
46,167

250,498
51 ,41 g
21,462

468
31

5,094

Percent
of

TotalMeter Size
5/8 Inch
3/4 Inch
1 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 lndl
3 Inch
4 Inch
6 Inch
8 Inch

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
Com

Hydrant
Fire
Fire
Fire

58.67%
0.18%
0. 15%
0.01 %
2.97%
0.09%
2.15%
4.08%

24.77%
4.54%

1896%
0.041%
0.003%
0.450%
0.000%
0.000%
0.000%

Meter

5/8 Inch
3/4 Inch
1 lndx
2 lndw

5/B lrld\
3/4 Inch
1 ind'\

1_5 noh
2 Inch
3 Ind\
4 In
e l/ld\
B lndl
3 lndw
4 ind\
6 ll'\d'1
8 lndl

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
Com

Hydrant
Fire
Fire
Fire

DEMAND ALLOCATION FACTOR (D-1 l
Equivalent

Number
of Meters

andlor
Services

8,540
51
t o
8

381
g

353
425

2,184
416

75
50
BO

224
99
21
1

Number
of Meters

and/u(
Services

8,540
34
8
1

381
6

141
B5

273
26

3
1
1

14
99
21

1

Equiv-
alent

Weight
1.0
1.5
2.5
8_0
1.0
1_5
2_5
5.0
8.0

16.0
25.0
50.0
80.0
16.0

1 .o
1.0
1.0

Perren(
of

Total
66.01 %
0.39%
0.15%
0.06%
2.95%
0.07%
2.72%
3.29%

16.88%
3.22%
0.58%
0.39%
0.62%
1.73%
0.77%
0.16%
0.01 %

Totals 1,132,234 100.00% Totals 9,635 12,937 100.00%

CUSTOMER ALLOCATION FACTOR [CS-1] SERWCES ALLOCATION FACTOR [S-1) lb)

Percent
of

Total
Meter

§Iz§
5/8 Inch
3/4 Inch
1 Inch
2 Inch

SIB Inch
3/4 inch
1  Inn

15 Inch
2 Inch
a Indy
4 Inch
6 Inch
8 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
Com

Hydrant
Fire
Fire
Fire

Number
cf Meters

8,540
34

s
1

381
6

141
85

273
26
3
1
1

14
99
21

1

Percent
d

1939!
88.64%

0.35%
0.08%
0.01 %
3.95%
0.06%
1.46%
0.88%
2.83%
0.27%
0.03%
0.01 %
0.01 %
0.15%
1.03%
0.22%
0.01 %

Meter

5/8 Inch
3/4 Inch
1 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2 ind\
3 Inch
4 Inch
e Inch
8 lf\d\
3 Inch
4 Inch
6 Md]
8 Inch

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
Com

Hydrant
Fire
Fire
Fire

Number
of

Services
e,54o s

34
8
1

381
6

141
85

273
26

3
1
1

14
99
21

1

Install-
ation
9 2 8
445.00
445.00
495.00
830.00
445.00
445.00
495.00
550.00
830.00

1,045.00
1,490.00
2.210.00
3,315.00

50.00
1,490.00
2,210.00
3,315.00

Weighted
Number
Services
3,B00,300

15,130
3,960

830
169,545

2,670
69,795
46,750

226,590
27,170

4,470
2.210
3,315

700
147,510
46,410

a,s15

83.15%
0.33%
0.09%
0.02%
3.71 'A
0.06%
1.53%
1.02%
4.96%
0.59%
0.10%
0.05%
0.07%
0.02%
3.23%
1.02%
0.07%

Totals 9.635 100.00% Totals 9,635 4,570,870 100.00%

METER ALLOCAT1ON FACTOR (M-1\ (bl

Meter

§ 3
5/8 Inch
3/4 Inch
1 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2 Inch
a Inch
4 Inch
6 Inch
8 Inch
3 Inch
4 Inch
6 Inch
8 Inch

Class
Res
Res
Res
Res
Com
Com
Com
Com
Com
Com
Com
Com
Com

Hydrant
Fire
Fire
Fire

Number
of Meters

8, 540
34

8
1

381
6

141
85

273
26

3
1
1

14
99
21

1

s

Meter
Cost

155.00
255.00
315.00

1,890.00
155.00
255.00
315.00
525.00

1,045.00
1,670.00
2,670.00
5,025.00
7,537.50
2,545.00
2,670.00
5,025.00
5,025.00

Weighted
Dollars

of Meters
1,323,700

8,670
2,520
1,890

59,055
1,530

44,415
44,625

285,285
43,420

8,010
5,025
7,538

35,630
264,330
105,525

5,025

Percent
of

Total
58.93%

0.39%
0.11%
008%
253%
0.07%
1.98%
1.99%

12.70%
1.93%
0.36%
0.22%
0.34%
1.59%

11.77%
4.70%
0.22%

Totals 9.635 2,246,193 100.00%

(a) Includes customer and gallon sold annuaiization.
(b) Meter Ana Service Line cost from Arizona Corporation Commission Memo of February 21, 2008

from Marlin Scott, Jr.. Meter costs based on compound meters. Cost of service line and
meter is based on costs allowed for a compound meter installation.
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Bella Vista Water Company (Consolidated)
Test Year Ended March 31, 2009

Hook-Up Fees

Exhibit
Rejoinder Schedule H-3
Page 9
Witness: Bourassa

Off-site Facilities Hook-up Fee

Proposed
Charge

5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch or larger

Present
Charge

NT
NT
NT
NT
NT
NT
NT
NT

$ 1,600
2,400
4,000
8,000

12,800
25,600
40,000
80,000

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

NT = No Tariff
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Bella Vista Water Co., Inc.
Northern Sunrise Water Company Inc.
Southern Sunrise Water Company Inc.

W-02465A009-0411, W-20453A-09-0412, W-20454A-09-04139
W-02465A-09-0414, W-20453A-09-0414 and W-20454A-09-0414

Thomas J. Bourassa
Rejoinder Testimony

(Rate Base, Income Statement And Rate Design)
July 7, 2010

Bella Vista Water Company
Stand-Alone Schedules

2232477.1



Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31. 2009

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Rejoinder Schedule A-1
Page 1
VWness: Bourassa

Fair Value Rate Base $ 5.914.568

Adjusted Operating Income 133.247

Current Rate of Return 2.25%

Required Operating Income $ 562.475

Required Rate of Return on Fair Value Rate Base 9.51%

s 429,229Operating Income Deficiency

Gross Revenue Conversion Factor 1 .6286

Increase in Gross Revenue Revenue Requirement 699,057

Adjusted Test Year Revenues
Increase in Gross Revenue Revenue Requirement
proposed Revenue Requirement
% Increase

s
$
$

3,526,033
699,057

4,225,090
19.83%

Customer
Classification
5/8 Inch
3/4 Inch
1 Inch
2 Inch

$ $ $

Percent
Increase

14.15%
11.25%
21 .O0%
78.90%
14. 18%

Residential
Residential
Residential
Residential
Subtotal $

Present
Rates
2,139,103

11,182
5.821

725
2,156,831 $

Proposed
Rates
2,441 ,888

12,440
7,043
1,296

2,462,667 $

Dollar
Increase

302,785
1,258
1,222

572
305,837

5/8 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch
4 Inch
B Inch
8 Inch

$ $ $ 18.65°/a
13.78%
21 .11 %
44.11%
35.78%
19.03°/a
26.87%

-14.25%
0.33%

30.53%

Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Commercial
Subtotal $

124,380
3,382

89,928
115,753
651 ,968
131,628

55,353
12,229
15,578

1201,199 $

147.579
3.848

109,455
167,503
885,210
156,675

71 ,496
10,487
15,630

1567,883 $

23,199
466

19,527
51 ,749

233,242
25,048
15,143
(1 ,743)

52
366,684

3 Inch Hydrant $ 31,719 $ 46,016 $ 14,297 45.07%

4 Inch
6 Inch
8 Inch

$ $ 200.00%Fire Sprinkler
Fire Sprinkler
Fire Sprinkler
Subtotal $

6,050
2,394

155
8.599 $

18,150
4,090

312
22,552 $

12,100
1.696

156
13,952

100.53%
162.25%

$ $ 700,770
(509)

20.62%
-23.95%

0.00%
-286.94%

19.83%

Line

MQ
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
28
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52

53
54
55
56
57
58
59

Subtotal Revenues before Annualization
Revenue Annualization
Miscellaneous Revenues
Reconciling Amount H-1 to C-1
Total of Water Revenues (a) $

3,398,348
2,124

125,141
420

3,526,033 $

4,099,118 s
1.615

125,141
(785)

4,225,089 $
(1,205)

699,056

SUPPORTING SCHEDULESi
Rejoinder B-1
Rejoinder C-1
Rejoinder C-3
Rejoinder H-1
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Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Summary of Rate Base

Exhibit
Rejoinder Schedule B-1
Page 1
V\htness: Bourassa

Line
M.;

Original Cost
Rate base

Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

s 24,254,044
10.408.496

$ 24.254.044
10.408.496

Net Utility Plant in Service $ 13,845,548 $ 13.845548

6.781 .443 6.781 .443

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction 496.445 496.445

Accumulated Amortization of CIAC (230,488) (230,488)

Customer Meter Deposits
Deferred Income Taxes 8< Credits

556.325
327,255

556.325
327.255

Plus:
Unamortized Debt Issuance
Costs

Deferred Reg. Assets
Working capital

Total Rate Base $ 5.914.568 $ 5.914.568

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

SUPPORTING SCHEDULES:
Rejoinder B-2
Rejoinder B-5

RECAP SCHEDULES:
Rejoinder A-1

P*

9



Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments

Exhibit
Rejoinder Schedule B-2
Page 1
Witness: Bourassa

Actual
at

End of
Test Year

Proforma
Adj ustme nt

Amount

Adjusted
at end

of
Test Year

Gross Utility
Plant in Service $ 25,625,205 (1,371,161) $ 24,254,044

Less:
Accumulated
Depreciation 1 1,909,440 (1 ,500,945) 10,408,496

Net Utility Plant
in Service $ 13,715,765 $ 13,845,548

Less :
Advances in Aid of
Construction 6,781,443 6,781 ,443

Contributions in Aid of
Construction 496,445 496,445

Accumulated Amory of CIAC (230,909) 421 (230,488)

Customer Meter Deposits
Deferred Income Taxes & Credits

556,325
327,255

556,325
(230,850) 558,105

Plus:
Unamortized Debt Issuance
Costs

Deferred Reg. Assets
Working capital

Total $ 6,343,311 $ 5,914,568

Line

ML
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40
41
42
43
44
45
46
47
48

SUPPORTING 3CHEDULE8
Rejoinder B-2, pages 2

RECAP SCHEDULES:
Rejoinder B-1
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Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31 _ 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - A

Exhibit
Rejoinder Schedule B-2
Page 3.1
Witness: Bourassa

Post Test Year plant

Rejoinder Adjusted Post Test Year Plant (Acct 331 ) S 104,507

Adjusted Post Test Year Plant per Direct (Acct 331 ) $ 110,057

Increase (decrease) to plant-in-service $ (5,550)

Line
No.
1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

REFERENCES
Testimony and Co. Response to MSJ 5.2
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Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - B

Exhibit
Rejoinder Schedule B-2
Page 3.2
Witness: Bourassa

Line
No.
1 Post Test Year Plant Plant Retirement
2
3
4 Rejoinder Adjusted Post Test Year Plant (Acct 33t) $ (3,496)

6 Adjusted Post Test Year Plant per Direct (Acct 331 ) $ (12,000)

9

10

11

12

13
14

15

16

Increase (decrease) to plant-in-sewice $ 8,504

REFERENCES
Testimony and Co. Response to MSJ 5.2

20
21
22
23
24
25



Bella Vista Water Company (Stand-Alone)
Test Year Ended March31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - C

Exhibit
Rejoinder Schedule B-2
Page 3.3
Witness: Bourassa

Adjusted Allowance for Funds Used During Constructiion ("AFUDC")

As Filed Revised Adjustment
$

2,114 2,114

349 349

11,182
342

710
342

(10,472)

41.534 21,886 (19,649)

3,793
986

12,622
498

(986)
(8,829)

(498)

1.021 677 (344)

109 (109)

Acct
301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

330.1
330.2
331
333
334
335
336
339
340

340.1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist, Reservoirs & Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

8.416
3.176

8.416
3.176

$ 82,349 $ 41,462 $ (40,887)

Adjustment to plant-in-service $ (40,887)

Line

N_4
1
2
3
4
5
6
7
8
9
10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42

43
44
45
46
47
48
49
50

REFERENCES
Testimony



Bella Vista Water Company (Stand-Alone)
Test Year Ended March31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - D

Exhibit
Rejoinder Schedule B-2
Page 3.4
V\htness: Bourassa

Retirements

Adjustment

(4,181)

(4,565)

(432,710)
(26,254)

(43,858)

(592,002)
(16,315)

(124,204)
(7,765)

(0)
(25,258)

(26,760)

(2,132)

Acct
301
302
303
304
305
306
307
308
309
310
311
320

320. 1
320.2
330

330.1
330.2
331
333
334
335
336
339
340

34011
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs & Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

(0)
(24, 184)
(3,042)

$ (1 ,333,228)

Adjustment to plant~in-service $ (1 ,333,228)

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
so
31
32
33
34
35
36
37
38
39

40
41
42

43
44
45
46
47
48
49
50

REFERENCES
Testimony
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Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 2 - A

Exhibit
Rejoinder Schedule B-2
Page 4.1
Witness: Bourassa

Post Test Year Plant Plant Retirement

Rejoinder Adjusted Post Test Year Plant (Acct 331 ) $ (3,496)

Adjusted Post Test Year Plant per Direct (Acct 331 ) $ (12,000)

Increase (decrease) to plant-in-service $ 8,504

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

REFERENCES
Testimony and Co. Response to MSJ 5.2



Bella Vista Water Company (Stand-Alone)
Test Year Ended March31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - B

Exhibit
Rebuttal Schedule B-2
Page 4.2
Witness; Bourassa

Retirements

Adjustment
$

(4,181)

(4,565)

(432,710)
(26,254)

(43,858)

(592,002)
(16,315)

(124,204)
(7,765)

(0)
(25,258)

(26,760)

(2,132)

(0)
(24,184)
(3,042)

Acct
301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

330.1
330.2
331
333
334
335
336
339
340

340.1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs & Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

$ (1,333,228)

Adjustment to accumulated depreciation $ (1,333,228)

Line

1
2
3
4
5
6
7
8
9
10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42

43
44
45
46
47
48
49
50

REFERENCES
Testimony
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Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment 4

Exhibit
Rejoinder Schedule B-2
Page 6
Witness: Bourassa

Line
N.;
1

2

3
4

CIAC and Accumulated Amortization

Computed balance at 3/31/2009
Gross CIAC

$ 496,445
Acc um. Amort.

$ 230,488

Adjusted Test Year Balance $ 496,445 $ 230,909

Increase (decrease) $ $ (421)

Adjustment to CIAC
Label

$
4a

$

Cb

421

5

6

7

8

9

10
11
12

13

14
15

16

17
18

19

20
21

22

23

24
25

26
27

28

29

30
31
32

33
34

35

36

SUPPORTING SCHEDULES
Rejoinder B-2, page 6.1 to 6.5
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l l

Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31, 2009
Computation of Working Capital

Exhibit
Rejoinder Schedule B-5
Page 1
Witness: Bourassa

$ 213,267
23,379

30

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Materials and Supplies
Prepaids 13,691

Total Working Capital Allowance $ 250,366

Working Capital Requested $

SUPPORTING SCHEDULES:
Rejoinder C-1

RECAP SCHEDULES:
Rejoinder B-1

Cash Workinq Capital Detail
Adjusted

Test Year Results

$ 3,392,786

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

29
30
31

Total Operating Expense
Less:
Income Tax
Property Tax
Depreciation
Purchased Water
Pumping Power
Allowable Expenses

1/8 of allowable expenses
$

S

10,122
163,583
951,146

708
561,094

1,706,133
213,267



I l l

Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31 , 2009

Income Statement

Exhibit
Rejoinder Schedule C-1
Page 1
Witness: Bourassa

Test Year
Adjusted
Results Adjustment

Rejoinder
Test Year
Adjusted
Results

Proposed
Rate

increase

Rejoinder
Adjusted
with Rate
Increase

$ 3,400,892 $ s 3,400,892 $ 699,057 s 4,099,949
Revenues

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

$
125,141

3,526,033 s $

125,141
3,526,033 $ 699,057 $

125,141
4,225,090

$ s $ $
708

561,094
708

561,094
708

561 ,O94

4,273
36,932
4.605

35,245
1 ,258,045

18,805
(16,734)
24,387

4.273
36,932
4.605

35,245
1 ,241 .31 1

43.192

4,273
36,932
4.605

35,245
1 ,241.31 1

43,192

(7,023)

(5,181)

60,600
71 ,094
38,930
7,290
9,017

83,333
60,785
9,526

951,146

60,600
71,094
38,930
7.290
9.017

83,333
60,785
9,526

951,146

60,600
78,117
38,930
7,290
9,017

83,333
65,966
9,526

1,009,435 (58,288)

$
s

159,659
(10,068)

3,431 ,512
94,521

$
$

3,924
20,190
(38,725) $
38,725 $

163,583
10,122

3,392,786
133,247

s
$

269,828
269,828
429,229

$
$

163,583
279,950

3,662,614
562,475

Operating Expenses
Salaries and Wages
Purchased Water
Purchased Power
Fuel for Power Production
Chemicals
Materials 8~ Supplies
Outside Services
Outside Services- Legal
Outside Services- Other
Water Testing
Equipment Rental
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Reg. Comm. Exp.
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income (loss)
Interest Expense
Other Expense

(110,537) (6,608) (1 17_145) (117,145)

$
$

(1 17,145)
445,330

Total Other Income (Expense)
Net Profit (Loss)

$
$

(110,537)
(16,016)

$
$

(6,608) $
32,117 $

(117,145) $
16,101 $ 429,229

Line

DEL
1

2

3
4

5

6

7

8
9

10

1 1

12

13
14
15

16

17
18

19

20

21

22

23
24

25

26
27

28
29

30

31
32

33
34

35
36

37

38
39

40

41

42

43

SUPPORTING SCHEDULES:
Rejoinder C-1, page 2

RECAP SCHEDULES:
Rejoinder A-1
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Bella Vista Water Company (Stand-Alone)
Test Year Ended March31, 2009

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Rejoinder Schedule C-2
Page 2
Witness: Bourassa

Depreciation Expense

Acct.
Adjusted

O r i g i n a l
Cost

Proposed
Rates

Depreciation
Expense

327,399
1,307,936 43,554

1,127,614 37,550

2,044,322
83,385

255,540
2,777

2,280,128 50,619

12,109,036
1 ,382,479
1 _358_176

884_182

242.181
46,037

113,136
17.684

69,551
177,672
160,920
268,464

4,639
11 ,851
32,184
53,693

122,443 6,122

31.548
411,484
107,306

1,577
41,148
10,731

301
302
303
304
305
306
307
308
309
310
311
320

320.1
3202
330

330. 1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs & Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Sofhnare
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
6.67%
2.00%
5.00%

12.50%
3.33%
3.33%

20.00%
2.22%
2.22%
5.00%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
6.67%

20.00%
20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

TOTALS $ 24,254,044 $ 971,022

Less: Amortization of Contributions $ 496,445 440035°/0 $ (19,875)

Total Depreciation Expense $ 951.146

Test Year Depreciation Expense 1.009,435

Increase (decrease) in Depreciation Expense (58,288)

Adjustment to Revenues and/or Expenses $ (58,288)

Line

_MQ
1
2
3
4
5
6
7
8
9
10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

51
52

53
54
55
55

SUPPORTING SCHEDULE
Rejoinder B-2, page 3
Rejoinder B-2, page 6.4

Fully Depreciated



Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Rejoinder Schedule C-2
Page 3
V\htness: Bourassa

Pronertv Taxes:

s

$
$

3,526,033
3,526,033
4,225,090
3,759,052
7,518,104

$ 379,887

Adjusted Revenues in year ended 3/31/09
Adjusted Revenues in year ended 3/31/09
Proposed Revenues
Average of three year's of revenue
Average of three year's of revenue, times 2
Add:
Construction Work in Progess at 10°/>
Deduct:
Book Value of Transportation Equipment 19,514

Full Cash Value
Assessment Ratio
Assessed Value
Property Tax Rate

$ 7,878,477
21 %

1,654,480
9.8053%

Property Tax
Plus: Tax on Parcels

162,226
1.357

$Total Property Tax at Proposed Rates
Property Taxes recorded during the test year
Change in Properly Taxes $

163,583
159,659

3,924

Line

M L
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23

24
25
26

27
28

Adjustment to Revenues and/or Expenses $ 3,924



Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31, 2009

ADJUSTMENTS To REVENUES AND/OR EXPENSES
Adjustment Number 3

Exhibit
Rejoinder Schedule C-2
Page 4
Witness: Bourassa

Line

1 Remove Meals, Entertainment and Contributions
2
3
4
5
6
7

Meals and Entertainment
Contributions

$ (5,181)
(500)

Increase(decrease) Miscellaneous Expense $ (5,181)

Adjustment to Revenue and/or Expense $ (5,181)

8
g

10
11

12
13
14
15
16
17

18
19
20
21
22
23
24

SUPPORTING SCHEDULES
Staff Schedule CSB-18



Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31 , 2009

Adjustment to Revenues and Expenses
Adjustment Number 4

Exhibit
Rejoinder Schedule C-2
Page 5
Witness: Bourassa

Water Testing Expense

Proposed Water Testing Expense $ 43,192

Adjusted Test Year Expense 18,805

Increase (decrease) in Water Testing Expense 5 24,387

Line

M L
1
2
3
4
5
6
7
8

9
10
11
12
13
14
15
16
17
18
19
20

REFERENCE
See testimony



Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Rejoinder Schedule C-2
Page 6
Vvtnessz Bourassa

Transportation Expense (Remove Airlink costs)

Date Invoice
9/30/2008 1023
9/30/2008 1040

s
Amount

(5,596)
(1 ,427)

Total $ (7,023)

Increase (decrease) in Water Testing Expense $ (7,023)

Line

1
2
3
4
5
6
7
8
g
10

11
12
13
14
15
16
17
18
19
20

REFERENCE
See testimony
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Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 7

Exhibit
Rejoinder Schedule C-2
Page 8
Witness: Bourassa

Interest Svnchronization

$ 5,914,568
1.98%

$

Fair Value Rate Base
Weighted Cost of Debt
Interest Expense 117,145

Test Year Interest Expense $ 110,537

Increase (decrease) in Interest Expense 6,608

Adjustment to Revenue and/or Expense $ (6,608)

Weighted Cost of Debt Comoutation

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Debt

Equity

Total

$
s
s

Amount

1 ,697,323

3,681 ,371

5,378,694

Percent

31 .56%

68_44%

100.00%

Cost

6.28%

11 .00%

Weighted

Cost

1 .98%

7.53%

9.51 %



Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Adjustment to Revenues and/or Expenses
Adjustment Number 8

Exhibit
Rejoinder Schedule C-2
Page 9
Witness: Bourassa

Line
No.

Income Tax Commutation

Test Year
Adjusted
Results

Adj used
with Rate
Increase

Taxable Income $ 26,223 $ 725,280

Taxable Income $ 26,223 $ 725,280

\

Arizona Income Before Taxes $ 725,280

$ 50,538
6.97%

Less Arizona Income Tax
Rate :
Arizona Taxable Income $ 674,743

Arizona Income Taxes $ 50,538

Federal Income Before Taxes $ 725,280

Less Arizona Income Taxes $ 50,538

Federal Taxable Income $ 674,743

FEDERAL INCOME TAXES2
15% BRACKET
25% BRACKET
34% BRACKET
39% BRACKET
34% BRACKET

$
$
$
$
$

7,500
6,250
8,500 Federal

91,850 Effective
115,512 Tax

Rate
229,412 31.63%Federal Income Taxes $

Total Income Tax $ 279,950

Overall Tax Rate 38.60%

Income Tax at Proposed Rates Effective Rate $ 10,122

Adjusted Test Year Income Taxes (10,068)

1

2

3

4

5

6
7

8
g

10

1 1
12

13
14

15
16

17
18

19

20
21
22

23
24

25
26
27

28
29

30
31

32

33
34
35

36

37
38

39
40

41
42
43

44

45
46

47

Adjustment to Income Taxes 20,190



Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Computation of Gross Revenue Conversion Factor

Exhibit
Rejoinder Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
31 .63%

State Income Taxes 6.97%

Other Taxes and Expenses 0.00%

Total Tax Percentage 38.60%

Operating Income % = 100% - Tax Percentage 61 .40%

Gross Revenue Conversion Factor1
Operating Income % 1 .6286

Line
No
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCH EDU LES:
Rejoinder A-1
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Bella Vista Water Company (Stand-Alone)
Changes in Representative Rate Schedules

Test Year Ended March 31, 2009

Exhibit
Rejoinder Sdwedule H-3
Page 3
Witness: Bourassa

Present
Rates

$
$

30.00
45.00
[al
30.00
45.00
30.00
15.00
15.00

Proposed
Rates

$
$

30.00
45.00
[a]
30.00
45.00
30.00
15.00
15.00

$ $
$ $
$ $
$ $
$ $
1.50% 1.50°/o

[bl [b]
NT $ 40.00
[c] [c]

Cost Cost
Cost Cost
see H-3, page 4
Cost Cost

Line
Other Service Charges

1 Establishment (Regular Hours) per Rule R14-2-403D
2 Establishment (After Hours) per Rule R14-2-403D
3 Re-Establishment of Service per Rule R14-2-403D
4 Reconnection (Delinquent) per Rule R14-2-403D
5 Reconnection (After Hours) per Rule R14-2-403D
6 Meter Test (if correct) per Rule R14-2-408F
7 Meter Reread per Rule R14-2-408C (if correct)
8 NSF Check per Rule R14-2-409F
9 Deferred Payment, Per Month
10 Late Charge
t i Service Calls - Per Hour/After Hours(e)
t2 Deposit Requirements
13 Moving Meter at Customer Requesdt
14 Damage to Meter
15 Meter and Service lines
16 Main Extension Tariff
17
18
19
20
21 [a] Minimum charge times number of full months off the system. per Rule R14-2-403(D).
22 [b] Greater of $5.00 or 1.5% of unpaid balance.
23 [c] Per ACC Rules R14-2-403(B) Residential - two times the average bill.
24 Commercial - two and one~half times the average bill.
25
26
27
28
29
30
31
32
33
34
35

IN ADDITION To THE COLLECTION OF REGULAR RATES, EACH UTILITY MAY COLLECT FROM
ITS CUSTOMERS A PROPORTIONATE SHARE oF ANY PRIVILEGE, SALES OR USE
TAX. PER COMMISSION RULE 14-2-409D(5).
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Docket W-02465A-09-041 1

Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31, 2009
Meter and Service Line Charges

Exhibit
Rejoinder Schedule H-3
Page 4
Witnessi Bourassa

Refundable Meter and Service Line Charges

Present
Service

Line
Charge

Present
Meter
Install-
ation

Charcme

Proposed
Meter
Install-
ation

Charge
$ 105.00

180.00
240.00

Total
Proposed
Charge*

$ 1,870.00
1,945.00
2,005.00

5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch / Turbine
2 Inch / Compound
3 Inch / Turbine
3 Inch / Compound
4 Inch / Turbine
4 Inch / Compound
6 Inch / Turbine
6 Inch / Compound
8 Inch & Larger

Total
Present
Charge

$ 350.00
350.00
400.00
500.00
NT
675.00
NT

1,50000
NT

1,500.00
NT

4,400.00
At Cost

Proposed
Service

Line
Charge

$ 1,765.00
1,765.00
1,765.00
At Cost
At Cost
At Cost
At Cost
At Cost
At Cost
At Cost
At Cost
At Cost
At Cost

At Cost
At Cost
At Cost
A! Cost
At Cost
At Cost
At Cost
At Cost
At Cost
At Cost

At Cost
At Cost
At Cost
At Cost
At Cost
At Cost
A( Cost
At Cost
At Cost
At Cost

* Plus actual road crossing costs.

Line
No
1
2
3
4
5
6
7
8
9
10
11
12
i s
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

Nff = No Tariff



Bella Vista Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Hook-Up Fees

Exhibit
Schedule H~3
Page 5
Witness: Bourassa

Off-site Facilities Hook-up Fee

Proposed
Charge

518 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch or larger

Present
Charcle

NT
NT
NT
NT
NT
NT
NT
NT

$ 1 ,600
2,400
4,000
8,000

12,800
25,600
40,000
80,000

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

NT = No Tariff



Bella Vista Water Co., Inc.
Northern Sunrise Water Company Inc.
Southern Sunrise Water Company Inc.

W-02465A-09-0411, W-20453A-09-0412, W-20454A-09-04137
W-02465A-09-0414, W-20453A-09-0414 and W-20454A-09-0414

Thomas J. Bourassa
Rejoinder Testimony

(Rate Base, Income Statement And Rate Design)
July 7, 2010

Northern Sunrise Water Company
Stand-Alone Schedules

2232477.1



Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Rejoinder Schedule A-1
Page 1
Witness: Bourassa

Fair Value Rate Base $ 660,315

Adjusted Operating Income (84,236)

Current Rate of Return -12.76%

Required Operating Income $ 73,295

Required Rate of Return on Fair Value Rate Base 11.10%

Operating Income Deficiency $ 157,531

Gross Revenue Conversion Factor 1 .3676

Increase in Gross Revenue Revenue Requirement 215,439

Adjusted Test Year Revenues
Increase in Gross Revenue Revenue Requirement
Proposed Revenue Requirement
Percent Increase

$
$
$

191,966
215,439
407,406
112.23%

Customer
Classification
5/8 Inch Residential
3/4 Inch Residential

$

Present
Rates

189,51 1
1 ,344

$

Proposed
Rates

406,752
2,657

$

Dollar
Increase

217,241
1,313

Percent
Increase

114.63%
97.69%

subtotal $ 190,855 $ 409,410 $ 218,555 114.51%

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
0.00%

0.00%

0.00%

0.00%
0.00%

s $ $ 218,555
(2,970)

114.51 °/1

120.51 °/1

0.00%

-51 .42%

112.23%

Line

Ng*
1
2
3
4

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
21
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52

53
54
55
56
57
58
59

Subtotal Revenues before Annualization
Revenue Annualization
Miscellaneous Revenues
Reconciling Amount H-1 lo C-1
Total of Water Revenues (a) $

190.855
(2,465)
3,294

282
191 ,966 $

409,410
(5,435)
3,294

137
407,406 $

(145)
215,440

SUPPORTING SCHEDULES:
Rejoinder B-1
Rejoinder C-1
Rejoinder C-3
Rejoinder H-1



Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Summary of Rate Base

Exhibit
Rejoinder Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base

Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

s 786,509
37,859

s 786,509
37,859

Net Utility Plant in Service $ 748,650 $ 748,650

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction 26,000 25,000

Accumulated Amortization of CIAC (66) (66)

Customer Meter Deposits
Deferred Income Taxes & Credits

410
61,990

410
61,990

Plus:
Unamortized Debt Issuance
Costs

Deferred Reg. Assets
Working capital

Total Rate Base $ 660,315 $ 660,315

Line

Ng;
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

SUPPORTING SCHEDULES:
Rejoinder B-2
Rejoinder B-3
Rejoinder B-5

RECAP SCHEDULES;
Rejoinder A-1



Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments

Exhibit
Rejoinder Schedule B-2
Page 1
Witnessi Bourassa

Line
No,

Adjusted
End of

Test Year

Proforma
Adjustment

Amount

Rebuttal
Adjusted
at end

Test Year

Gross Utility
plant in Service $ 815,886 (29,377) $ 786,509

Less:
Accumulated
Depreciation 42,738 (4,879) 37,859

Net utility Plant
in Service $ 773,148 $ 748,650

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction 26,000 26,000

Accumulated Amort of CIAC (63) (2) (66)

410
61,990

Customer Meter Deposits
Deferred Income Taxes & Credits

410
4,144 57,847

Plus:
Unamortized Debt Issuance
Costs

Deferred Reg. Assets
Working capital

Total $ 742,658 $ 660,315

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
2s
24
25
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40
41
42
43
44
45
46
47
48

SUPPORTlNG SCHEDULES:
Rejoinder B-2, pages 2

RECAP SCHEDULES:
Rejoinder B-1
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Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - A

Exhibit
Rejoinder Schedule B-2
Page 3.1
Witness: Bourassa

McClain Acquisition Costs

$ 48,984Rebuttal McClain Acquisition Costs

McClain Acquisition Costs per Direct $ 64,621

Increase (decrease) to plant-in-service $ (15,636)

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

REFERENCES
Testimony and Co. Response to CSB 10.3



-11111111 | |

Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - B

Exhibit
Rejoinder Schedule B-2
Page 3.2
Witness: Bourassa

Adjusted Allowance for Funds Used During Constructiion ("AFUDC")

As Filed Revised Adjustment
$

19,041 17,899 (1,142)

523 523

4.413 3.309 (1,103)

11,125 4,775 (6,349)

350
4.795

(350)
(4,795)

Line
TM
1
2
3
4
5
6
7
8
g
10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

Acct
301
302
303
304
305
306
307
308
309
310
311
320

320. 1
320.2
330

330,1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs 8< Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Sewioes
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip,
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

s 40,247 $ 26,507 $ (13,740)

Adjustment to plant-in-service $ (13,740)

40
4 1
42

43
44
45
46
47
48
49
50

REFERENCES
Testimony
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Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment 4

Exhibit
Rejoinder Schedule B-2
Page 6
Witness: Bourassa

Line
N i
1
2
3
4

CIAC and Accumulated Amortization

Computed balance at 3/31/2009

Gross CIAC

$ 26.000

Acc um. Amort.

$ 66

Book balance at 3/31/2009 $ 26.000 $ 63

Increase (decrease) $ $ 2

Adjustment to CIAC
Label

$
pa

$
4b

(2)

5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

SUPPORTING SCHEDULES
Rejoinder B-2, page 6.1 to 6.2
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Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009
Computation of Working Capital

Exhibit
Rejoinder Schedule B-6
Page 1
Witness; Bourassa

$ 30,259
667

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Materials and Supplies
Prepaids 4.203

Total Working Capital Allowance $ 35,129

Working Capital Requested $

SUPPORTING SCHEDULES:
Rejoinder C-1

RECAP SCHEDULES:
Rejoinder B-1

Cash Working Capital Detail
Adjusted

Test Year Results

$ 276,202

(30,962)
14,677
34,406

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

29
30
31

Total Operating Expense
Less:
Income Tax
Property Tax
Depreciation
Purchased Water
Pumping Power
Allowable Expenses

1/8 of allowable expenses

$

$

16,012
242,070

30,259



Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Income Statement

Exhibit
Rejoinder Schedule C-1
Page 1
V\htness: Bourassa

Test Year
Adjusted
Results Adjustment

Rebuttal
Test Year
Adjusted
Results

Proposed
Rate

Increase

Rejoinder
Adjusted
with Rate
Increase

$ 188,672 s $ 188,672 $ 215,439 $ 404.112

$
3,294

191,966 $ $
3,294

191,966 $ 215,439 $
3.294

407,406

$ $ $

16,012 16,012 16.012

178
5,094

178
5.094

178
5.094

1 ,302
161 ,902

3,787
140

(693)
(219)

1.302
161,209

3,568
140

1,302
161,209

3.568
140

21,524
9.692

(647) 20,877
9.692

20,877
9.692

Salaries and Wages
Purchased Water
Purchased Power
Fuel for Power Production
Chemicals
Materials & Supplies
Outside Services
Outside Sewices- Legal
Outside Services- Other
Water Testing
Equipment Rental
Rents - Building
Transportation Expenses
insurance - General Liability
Insurance - Health and Life
Reg. Comm. Exp.
Reg. Comm. Exp. - Rate Case

(610)

587
25,000
11 ,726
3,306

36,631

587
25,000
11,116
3.306

34,406

587
25,000
1 1 ,1 16
3.306

34,406(2,225)

Miscellaneous Expense
Bad Debt Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income (loss)
Interest Expense
Other Expense

$
$

13,128
(36,727)
273,282
(81 ,s16)

$
$

1,548
5.765
2,920 $
(2,920) $

14,677
(30,962)
276,202 $
(84,236) $

57,904
57,904

157,535
$

$

14,677
26,942

334,106
73,299

$
$

Total Other Income (Expense)
Net Profit (Loss)

$
$ (81,316)

s
$

- s
(2,920) $

$
(84,236) $ 157.535 73,299

Line

4
1 Revenues
2 Metered Water Revenues
3 Unmetered Water Revenues
4 Other Water Revenues
5
6 Operating Expenses
7
8
g
10
i t
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

SUPPORTING SCHEDULESz
Rejoinder C-2

RECAp SCHEDULES;
Rejoinder A-1
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Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Rejoinder Schedule C-2
Page 2
Witness: Bourassa

Depreciation Expense
Adjusted

O r i g i n a l
Cost

Proposed
Rates

Depreciation
Expense

890
23,926

280,668
51,378

9.346
1 ,284

34,064 1.134

1.293
91,019

65
11,377

95,668 2.124

36,763
29,756
3,449

59,298

735
991
287

1486

23,472 1 .566

*

5.881 588

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
6.67%
2.00%
5.00%

12.50%
3.33%
3.33%

20.00%
2.22%
2.22%
5.00%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
6.67%

20.00%
20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

Acct.
No.
301
302
303
304
305
306
307
308
309
310
311
320

320. 1
320.2
330

330. 1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs 8= Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other plant and Misc, Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant 48,984 4.898

TOTALS $ 786,509 $ 35,582

Less: Amortization of Contributions $ 26,000 4.5241% $ (1,176)

Total Depreciation Expense $ 34,406

Adjusted Test Year Depreciation Expense 36,631

Line

T
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50 Increase (decrease) in Depreciation Expense (2,225)

Adjustment to Revenues and/or Expenses $ (2,225)
51
52
53
54
55
56

SUPPORTING SCHEDULE
Rejoinder B-2, page 3
Rejoinder B-2, page 6

Fully Depreciated
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Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Rejoinder Schedule C-2
Page 3
V\htness: Bourassa

Propertv Taxesi

$ 191,966
191.966
407,406
263,780
527,559

$
s

$ 92,936

Adjusted Revenues in year ended 3/31/09
Adjusted Revenues in year ended 3/31/09
Proposed Revenues
Average of three year's of revenue
Average of three year's of revenue, times 2
Add:
Construction Work in Progess at 10%
Deduct:
Book Value of Transportation Equipment

Full Cash Value
Assessment Ratio
Assessed Value
Property Tax Rate

$ 620,495
21%

130,304
11.1932°/>

Property Tax
Plus: Tax on Parcels

14,585
91

$ 14,677
13,128

1.548

Total Property Tax at Proposed Rates
Property Taxes recorded during the test year
Change in Property Taxes $

Line

M L
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23

24
25
26

27
28

Adjustment to Revenues andlor Expenses
$ 1 ,548
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Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

ADJUSTMENTS To REVENUES AND/OR EXPENSES
Adjustment Number 3

Exhibit
Rejoinder Schedule C-2
Page 4
Witness: Bourassa

Remove Meals, Entertainment and Contributions

Meals and Entertainment $ (610)

Adjustment to Revenue and/or Expense

Increase(decrease) Miscellaneous

$

$ (610)

(610)

Line

m
1
2
3
4
5
6
7

8
9

10
11

12
13
14
15
16
17

18
19
20
21
22
23
24

SUPPORTING SCHEDULES
Staff Schedule CSB-16



ll l ulllllllllull | l lll\ll llmll lllllllll ll ll lull

Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31. 2009

Adjustment to Revenues and Expenses
Adjustment Number 4

Exhibit
Rejoinder Schedule C-2
Page 5
Witness: Bourassa

Water Testing Expense

Proposed Water Testing Expense $ 3,568

Adjusted Test Year Expense 3,787

Increase (decrease) in Water Testing Expense $ (219)

Line

1
2
3
4
5
6
7
8

9
10
11

12
13
14
15
16
17
18
19
20

REFERENCE
See testimony
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Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Rejoinder Schedule C-2
Page 6
Witness: Bourassa

Transportation Expense (Remove Airlink costs)

Date Invoice
9/30/2008 1021
9/30/200B 1038

$
Amount

(516)
(131)

Total $ (647)

Increase (decrease) in Water Testing Expense s (647)

Line

1
2
3
4
5
6
7
8
g
10

11
12
13
14
15
16
17
18
19
20
21

REFERENCE
See testimony
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Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Adjustment to Revenues and/or Expenses
Adjustment Number 7

Exhibit
Rejoinder Schedule C-2
Page 8
V\Rtness: Bourassa

income Tax Computation

Test Year
Adjusted
Results

Adjusted
with Rate
Increase

Taxable Income $ 100,241

Taxable Income

$ (115,198)

$ (115,198) $ 100,241

Arizona Income Before Taxes $ 100,241

$ 6.985

6.97%
Less Arizona Income Tax
Rate :
Arizona Taxable Income $ 93,257

Arizona Income Taxes $ 6,985

Federal Income Before Taxes $ 100,241

Less Arizona Income Taxes $ 6,985

Federal Taxable Income $ 93,257

FEDERAL INCOME TAXES:
15% BRACKET
25% BRACKET
34% BRACKET
39% BRACKET
34% BRACKET

$
$
$
$
$

Federal income Taxes $

7,500
6,250
6,207 Federal

_ Effective
- Tax

Rate
19,957 19,91%

Total Income Tax $ 26,942

Overall Tax Rate 26.88%

Line

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25
26
27
28
29
30
31
32
33
34
35

36
37
38

39
40

41
42
43
44
45
46

Income Tax at Proposed Rates Effective Rate $ (30,962)

(36,727)

5,765

Adjusted Test Year Income Taxes

Adjustment to Income Taxes



Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Computation of Gross Revenue Conversion Factor

Exhibit
Rejoinder Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
19.91 %

State Income Taxes 6.97%

Other Taxes and Expenses 0.00%

4

Total Tax Percentage 26.88%

Operating Income % = 100% - Tax Percentage 73.12°/o

Gross Revenue Conversion Factor1
Operating Income °/> 13676

Line
No.
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING scHEDuLEs; RECAP SCHEDULES;
Rejoinder A-1
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E E
cow
nom

w -o o n<*><ru'>col\ooo>o mc*>vmLol\WW W@ WWv v v v v v v v v n n n n n n n n of m ON N (")



o

GJ

'Uo too£99
* m49 : v 3

o -  o 1-

E .8 E
<

88
m°*=v-vc u 2 ° n ow E - -
aD-<
c

Ml

o l

~.
w- cu3 in'c wQ) ¢v
.c 5U) O_ M

3._ ._ an oz
.c o 815x _
LlJ Cr a 3'air *.:

too
Q 03oil\mwlcooN C

\._

'uw
8a°é'

=2==
m|°- 'U

69cN
'g O O
o . .E "' o cf:3 8 v o

up -' *
Q N
»- mcD.

c m

L..

c
'sG)
E

he

o og o o
iv 41 'Q "Qv ofE Y'

M

oo
w

Z'cy
E

® 1-<rby M
\c>
we
(y)

C
m

'S05 1 3 °
' - € § n

< 2 0

2 cE o

E 8 8 §
c o

m
q)
>
q)

. c. -
UP

3'U
a>
3
m

m
G.)
3
U)

25
N
1-
c
cu
.c. .
w
m
G)
...
40
.c. .

o> 2
q N
m Pl'c

1-

o

m 3
m L)

Q)
C
o
C
m
.c._-

75
c
_g
<
' o

83
m 3
>v-
s m

4 84 §
o w
5 1.
0 4) d)
a U  E
n  c
3 Lu 'a
o
.ViE >-
3 3:  | -
iv
.c

o
z

m
v>
Q)

-o
wl..w
Eo<-W3o~.-o

"IL'a l - _

M'we
w § 8
E

Q ..-
_n_ E E
m\- 'U 'o
m44

£9
.9.Q
3
co

'as
o
t-

\_
Q)
. c
E
3
C
q)
UP
m1...
G)
>
<
' ;m y

u'>m

G) ~ of OF oN N cf>



cy
w
w
cyL-
:1
o

3838398888832

N N N N N N N O M\-1-1-1-1-v-u-¢\l¢V

if

E w
41
2q; .c
a o9

m

2
3
`O
<11

. c

<8a m

r: 'u w- in
8  C  w  8
_c Ar 8' '=
LT] M Q. 3

.6

=~4==zQQ<¢z<~4Q°.Ql~\nm¢ol~\nc>o¢om u m m m m m o
W w m om v cn

neo

B o n n
"n'~=t=Q
-=ru'><o

o o
*t frwe m

ca D
fr.<4~q LD

Q Q
v. <1-.'<r LrJ

w

N
.c
o81

up £9 99 ea w e w e efaea

I
o LD o
Q r-.cr2
c~l N m

LT o
*z °2
(\l m3

'43
i n c

NQQQQNQQQ
8'888"'38§8'8

~ ~ 8 Q m 1 11-1-m1n

3
WE

9 8 . &
G s
=Q.(U
U )

o
Q.-
°>€a»l

Nm Ia.

cyD. m 4-1

QS <49 <49 <-19 sew 9

é¢cir~§LficcS<d=.ridd
x - ( \ l l" ° U3 l D _ .

1:-

o m LD o o o o o o
m v r~ m v UP |\ c"°LT

|

E anmIq140
re62

m
c
2
75
CD

ea

ll)

Om Q)o w
o

cm
C
2

by 10
c: UP
. Q Q
-- o
go  an
o  o

cmC
_Q
TI
on cmc:> C
3 2
-Emm on~q-o3 cao(D

T" U)

C
_o
-mm

om
o.9 o

in c>_
C no
2  N
as

Q  C

gr (U
N

.Q o
m
o

uo

C LE_Q *T- L.
0(A
o
o_

lE

C
_o

Q 9 8mmE c o
__,_g_c>
w c'-czcno
8.-3MQQ3o1 cJ_>
c:mO

cuU) >
o  O

2
Ty

wonSo
= 8
o z 6 9

o 8
4- °

o

& E °
o u z o

m o°»°3
o v a

>

cm
8 c
Q  Q

Q.9 cacm <::.
c ca_o 1"
'58 L.
GO goca o

23U' >o  o

m
C

_ o
'EE

C
_Q

c a '

Lm UP

w Qc o2 m
R Eow >
o  o

8
an m

9
< 0  4
a>

»~m
0wm
9
o
UC
as
w
U)
88
m

C
.Q4-4(0cmc

C
.Q*-|mm.:34-4

C
6)
E
w
cy
Cr

E.

o
O

7ù
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Docket W-20453A-09-0412

Northern Sunrise Water Company (Stand-Alone)
Changes in Representative Rate Schedules

Test Year Ended March 31, 2009

Exhibit
Rejoinder Schedule H~3
Page 3
Witness: Bourassa

Line
No.

Proposed
Rates

$
$

Other Service Charges
Establishment (Regular Hours) per Rule R14-2-403.D
Establishment (After Hours) per Rule R14-2-403.D
Re-Establishment of Service per Rule R14-2-403.D
Reconnection (Delinquent) per Rule R14-2-403.D
Reconnection (After Hours) per Rule R14-2-403.D
Meter Test (if correct) per Rule R14-2-408.F
Meter Reread per Rule R14-2-408.C (if correct)
NSF Check per Rule R14-2-409.F
Deferred Payment, Per Month per Rule R14-2-409.G
Late Charge
Service Calls - Per Hour/After Hours(e)
Deposit Requirements
Moving Meter at Customer Requesdt
Damage to Meter
Meter and Service lines
Main Extension Tariff

Present
Rates

$ 25.00
$ 35.00

[al
35.00 $
NT $
NT $

$ 5.00 $
NT $

1.50% 1.50%
1.50% 1.50%

$ 50.00 $ 50.00

[b] [bl
NT Cost
NT Cost

see H-3, page 4
Cost Cost

$

25.00
35.00
la]
35.00
45.00
30.00
15.00
15.00

[a] Minimum charge times number of full months off the system. per Rule R14-2-403.D.
[b] Per ACC Rules R14-2-403.B Residential - two times the average bill.

Commercial - two and one-half times the average bill.

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

IN ADDITION To THE COLLECTION oF REGULAR RATES, EACH UTILITY MAY COLLECT FROM
ITS CUSTOMERS A PROPORTIONATE SHARE oF ANY PRIVILEGE, SALES OR USE
TAX. PER COMMISSION RULE 14-2-409D(5).



Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009
Meter and Service Line Charges

Exhibit
Rejoinder Schedule H-3
Page 4
V\htness: Bourassa

Line
No.

2 Refundable Meter and Service Line Charqes

Present
Semite

Line
Charge

Present
Meter
Install-
ation

Charqe

Proposed
Meter
Install-
ation

Charge
$ 105.00

180.00
240.00

Total
Proposed
Charge*

$9
10
11
12
13
14
15
16
17
18
19
20
21

5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch / Turbine
2 Inch / Compound
3 Inch / Turbine
3 Inch / Compound
4 Inch / Turbine
4 Inch / Compound
6 Inch / Turbine
6 Inch / Compound
8 Inch & Larger

Total
Present
Charge

$ 410.00
410.00
520.00
660.00

1 .155.00
1 ,720.00
1525.00
2,260.00
2,500.00
3,200.00
4.50000
5,300.00
8200.00

Proposed
Service

Line
Charqe

$ 1,765.00
1 .765.00
1 .765.00
Al Cost
At Cost
At Cost
At Cost
Al Cost
At Cost
At Cost
Al Cost
Al Cost
At Cost

At Cost
At Cost
At Cost
At Cost
Al Cost
At Cost
Al Cost
At Cost
At Cost
At Cost

1,870.00
1.94500
2,005.00

At Cost
AL Cost
At Cost
At Cost
At Cost
At Cost
At Cost
At Cost
At Cost
At Cost

24 * Plus actual road crossing costs.

29 N/T : No Tariff

31
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Northern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31. 2009

Hook-Up Fees

Exhibit
Rejoinder Schedule H-3
Page 5
Witness: Bourassa

Off-site Facilities Hook-up Fee

Proposed
Charge

5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch or larger

Present
Charge

NT
NT
NT
NT
NT
NT
NT
NT

$ 1 ,600
2,400
4,000
8,000

12,800
25,600
40,000
80,000

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

NT = No Tariff
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Bella Vista Water Co., Inc.
Northern Sunrise Water Company Inc.
Southern Sunrise Water Company Inc.
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Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Rejoinder Schedule A-1
Page 1
Vvitness: Bourassa

Fair Value Rate Base $ 1,320,713

Adjusted Operating lnoome 18,435

Current Rate of Return 1.40%

Required Operating Income s 146,599

Required Rate of Return on Fair Value Rate Base 11.10%

Operating Income Deficiency $ 128,164

Gross Revenue Conversion Factor 1.5608

Increase in Gross Revenue Revenue Requirement 200.038

Adjusted Test Year Revenues
Increase in Gross Revenue Revenue Requirement
Proposed Revenue Requirement
Percent Increase

$
s
$

444,136
200,038
644,174

45.04%

$

Present
Rates

423,617 $

Proposed Dollar
Rates Increase

620,399 $ 196,782

Customer
Classification
5/8 Inch Residential
3/4 Inch Residential

Percent
Increase

46.45%
0.00%

Subtotal $ 423,617 $ 620,399 $ 196,782 46.45%

1 Inch
2 Inch

Commercial
Commercial

$ 1 ,657
4,422

$ 2,441
5,740

$ 783
1.318

47.27%
29.80%

Subtotal $ 6,079 $ 8,181 $ 2.101 3457°/a

$ $ 198,883
1 ,644

46.28%
49.30%

0.00%
-114.79%

45.04%

Line

NQ_
1
2
3
4
5
6
7
8
g
10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
45
47
48
49
50
51
52

53
54
55
56
57
58
59

Subtotal Revenues before Annualization
Revenue Annualization
Miscellaneous Revenues
Reconciling Amount H-1 to C-1
Total of Water Revenues (a) $

429,696
3.335

10,679
426

444,136 $

528,579 $
4,979

10,879
(63)

644,175 $
(489)

200,038

SUPPORTING SCHEDULES:
Rejoinder B-1
Rejoinder C-1
Rejoinder C-3
Rejoinder H-1



Southern Sunrise Water Company
Test Year Ended March 31, 2009

Summary of Rate Base

Exhibit

Rejoinder Schedule B-1

Page 1

VVhtness: Bourassa

Original Cost
Rate base

Fair Value

Rate Base

Gross Utility Plant in Service

Less: Accumulated Depreciation

$ 1,570,195

81,666

$ 1,570,195

81,666

Net Utility Plant in Service $ 1,488,530 s 1 ,488,530

Less:
Advances in Aid of
Construction
Contributions in Aid of
Construction 20,000 20,000

Accumulated Amortization of CIAC (17) (17)

Customer Meter Deposits
Deferred Income Taxes & Credits

2,870

144,964

2.870

144,964

Plus:

Unamortized Debt Issuance

Costs

Deferred Reg. Assets

Working capital

$ 1,320,713 $ 1,320,713

Line

1

2

3

4

5

6

7
8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

3 3

34

3 5

36

37

38

SUPPORTING SCHEDULES:
Rejoinder B-2
Rejoinder B-3
Rejoinder B-5

R E C A P  S C H E D U L E S ;

Rejoinder A-1

J



Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments

Exhibit
Rejoinder Schedule B-2
Page 1
Witness: Bourassa

Line

M

Adjusted
End of

Test Year

Proforma
Adjustment

Amount

Rebuttal
Adjusted
at end

Test Year
Gross Utility
Plant in Service $ 1,724,610 (154,415) $ 1.570,195

Less:
Accumulated
Depreciation 105,733 (24,067) 81,666

Net Utility Plant
in Service $ 1,618,877 $ 1 ,488,530

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction 20,000 20,000

Accumulated Amort of CIAC (15) (1) (17)

Customer Meter Deposits
Deferred Income Taxes & Credits

2,870
51 ,588 93,376

2.870
144,964

Plus:
Unamortized Debt Issuance
Costs

Deferred Reg. Assets
Working capital

Total $ 1 ,544,434 $ 1,320,713

1
2
3
4
5
6
7
8
g
10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

36
37
38
39
40
41
42
43
44
45
46
47
48

SUPPORTING SCHEDULES:
Rejoinder B-2, pages 2

RECAP SCHEDULES:
Rejoinder B-1



l |

NI

(*)co
<0
<Q

I

|\..
*uf I I I

w \ -
o f

o
(4)
Lm_
of
of
<T_
1-

o
o
Q
o
N

o v
|\ (D
co m
N v

v

\ -

C\I

\""bi

U
::=.°3l0
8 3
n e g "

88~6>
'a
G)
}-

LT
m

oI\
*Q

m

w_ - m
: JU 8
2o

o
m

6
88"8
LE 9 5x _ET he 69 en

\ -
f- .
* m

"- ../

I I

<r1
O
<
O,

UP e t

s

(O
I \
<~'>_
<"'
m

co
\
(v)
(v)
m\_/El

w
*aq><'>I
E
4- 1
w
3
"C
<

<9 he

`O
Q)4-1

_cg
3

I\
LO

_
<r
N

l\(O
Q
<rN

r\
©
O _
<r(\I

o

as
E4.
.Q0(\ll
G.

E381uO
< £19 ea

c co E
o

*I

6
Q*
<'_
~=r
LO

fa
<4
<r
LO

6
1-
<4
<r
LO21cu

E l
"

*- f
" "

".._,f

""
- . . r

no
e/->

mo
<q
<r
ox
f\_

(v)
m

LO

Q*

93

1\
®_
of
v-
40_

I

oo
QoN

Tn.
-..../

o of
|\ of
et LQ
04 r'

LD

I I I

q-
<*)
93
<r
<r
LQ

3 "a*a >-:<W'8..»
3 m a>

1-

L .
cu
a>

2?
c xo

c<_ as
2 8c>8 3 . 9 .

U@n<
>x- (0

32%
02°.
8841
s=°°UJm

\-'6.88nc
'e>-1a3:00

To he as he(I)cl-
S n

G)
. c
* I*

3
o
cm

C

U )

1...

O G.)
o
C
co
:s
W
_in

as
up_I
3 ©

Lux0'<u
U)2 C

q) 2(D
o

a b

OF

q)

"a»~O
E S
C o 3 ;

wec

4-'
cu

G)
O

3
E

C

8 .Qo 4-¢1: o
8 8
c i n

m
E " 5 3
(0 O va-

U!
q)

O
w 8
Q) .
_g'T'

M

0 8
&__

8
a
ozE m

** c:
4- 4

22 8Q ....
1- a
<9

U
$3 .Q
E !

as :J 2up o a.0 o
_| < Q

a>

C
.Q
a ea
>~.S-23 a

Q)
3 0 3
6  C
Z

o
jg
< c
C  o

. - +4m o
a> 3
o *anm C

en <9 Cvo > o
m  v o
.1 <

C

88
O

O
8
O
'4-
o

o
E
<
'c
2Ru
3
E
3oO
<

vor:
-o
a>
O

_Q °6
"  w
'8 w
0)Q |-

\. 3G)

*a 8
E  C5 ....

'U
E 83
2  6V) 4-
3 GJ
O  a

.TB
' a
m
O

.Qw
a
'u oz3 tr*
E 8 8

;/; w
o3 c Q a J =

l D O <

TJ...O
I-

a C
o

DG)
coax

q) .
o o n m ¢ m © wm o nc~'><ru9col\ooo>o N (*) <r LT (D f\

co of (we) m <~'> iv)



l  l-_ll l l

wm 1- Lm
1-

l o
1'

* -

I I
or--| N l I

I I
m
(\I

4 ca
N
(*)

m
'LD

(q
Cal

I cm

a t- of LD
cm N D ~r'
o  N  r -  q
v- Q (D of
Q l*- v- 1.-

co
| Lm \ a I

,J
N

mr-
Cr:

I I (-

|-

-Cr
m
m

LO
Q
1 -

'Q
-ArN
I*--
T'

'=1-
q

LD
1 "

<11

L T
1r°°m w N +-

13 'JS .E an
3  :
8  9
ac 4 o

mol
°: o

1- (D M
r~ of (D(Q 1-

w (Dcf: (\|cu m

(D(O| |  o 1 I
Nm1- 1"

1-(D04

vo e ea fahe
m

I

I-LI

>.
Ec x
0 £ ¢
=-32cea ml.-

c

N
QS
2
:J an8 um
.c E
u 8U) m
3 .

»:`2°°w
8.°50.>°é
-C.5*8'*-x 2uJa:a

ea

|

ml

>
Ty
g X

a w
w m
u
:

<49

I

al

>
Tyc x
9325 ml
:

9;

m
4-v
c

I

av
g
VI_:
'c
< a l

>~

9c x
Q ¢ c
af-°'.2: J4° m
c

<9

OF &` 1-v LTI I I I l I LT I m I l
*um .

1-° £ 0
* n * - I

13?m
m_mm.:

b*
q-

3-,'3o"m'

1; 8 8;
m I 1 I I I I I I I I e

ofpp
LmN-../

'Ar
c
2
4
1:

ml
o
D
D
IL
<

onhe

g
388%(|¢Q 8 o
N

<

;_'
n o

c o
N
1 *
s..-¢

h-
m
m
of
N1"

he
o

I I l I l
N

l 9 I I

o1\N

3
'3°1 --~

883%258858589- 1 1 46
E 5 0 0
8338
5238¢ up my
3 3450 0 15n >- o

'Elo* .8E E'-: o
3I/I

l
1* (O 1'
r~ of o

(Q. U')_
( D  m
m  m
( " J  m

m(DI m
nm1-

to
m

m

mN
r-m

1*
¢")(DN

m LD l"- co(D (D LD 1-* ® (')_ c~4_ '4
m  Q  o f  m
@ f \ .  1 -  v '

co1-
| gr) u | |

`_..

N

m
r-I (q |
m

1*-ofm
IDOf>N

1-
(.D_weN
-_1-

uo .-
~4 n
W c  o #: '- cm
9 981< o

sovo

H
as C C

eE=
88

4-*
Q)\..
a
g
ca.

4-1
w

"era
'-8'"§ :

9 ¢ ' - a . a . . . .
8 Cm. c 888§=8 an.c 8 0 w m a u £ m m
.Q4Q.£m 0 cU.IW8.c°5M E E 5 u l : o

1-04-3
(D

- .. *8'
u ' - ' m Cau 'S2~0-1

0 1 1 1 w e D . . -

. . . 055'-
o~- 3 U'EuJUJ*é3 cu<fJu"E\uQ. d U E
GJ W U 3 0 Q

o¢U*¢u.Q.g.;uJ8
3

U

We

4 -8 'e
c __ l l ' i n ,_,..»

£28 |- 88% so 8.82 §
~o E b E c d l . E & 8 a . *

a s 8 " 8 3 =s
o - _ B E ' §
o ° " g v ` g ' : = c ' -

: g § 5 & § ' 8 8 £ 2  E 3 a 8 § 3 g ° § E E c § ~ § § %
° = u * u ` o c ° ' o § 2 2 - , , 8 c g n u ° " ° g ° " E = §__.§_2`§2%é§850,_, |-»-.§ g § " ' § £ § § a . m ' 5 8 _ " " § § ° 3 " | -
§588§828§§§%§§§4£33E88%E3%88%3¥§§28853583§§38§§8888888i3688»£38086

V)
22'| -
O
| -

'E
q)
inIC
.L
C
2
a

acu
kg:cI4-1C
_soa
c
4 :
(D
m
Q)

u
Q)

' Uz
w
m|cl
.L=I2
a l

• N N" [ , ' 6 ' - n m w l - u n m r - o o o w o = - c : ` " . Q W -1-c'*»~4»I.ncocnc:
n m m m m m m m m m m m m m m m m m m m

.c .Co o c~4 go q- I-O (D r~ co
-- m m m m m co m
t* N

'u
U
m
3
'o
4

o
m
cu
(IJL..
o
C

q)

. 9

a
GJ

<<=
E
. L
C

_cg
a

o
4-1
4-1
C
0

E
4-1
m

' U
<

Qs:-
8:2
388.8
w a s

383
41.8.8

m .o o c~¢o'J-<rmcol-nomo (`\|("5 W1'|0(Df\-93GJCD*¢\I(")'=fLfJ(Dl\-WO7C) nrfa~=ru1u>r-noon
§ Z | * n w * w @ " v ; v v F w w n w w m m m w m w m m m m m m m m m m v v v w w w w v v v



l I |

Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - A

Exhibit
Rejoinder Schedule B-2
Page 3.1
Witness: Bourassa

McClain Acquisition Costs

Rebuttal McClain Acquisition Costs $ 106,394

McClain Acquisition Costs per Direct $ 235,381

Increase (decrease) to plant-in-service $ (128,987)

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

REFERENCES
Testimony and Co. Response to CSB 10.3



Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - B

Exhibit
Rejoinder Schedule B-2
Page 3.2
Witness: Bourassa

Adjusted Allowance for Funds Used During Constructiion ("AFUDC")

As Filed Revised Adjustment
$

25,311 15,978 (9,334)

5.858 3.918

542

(1 ,940)

(542)

(5,558)13,875 8.317

4,961 3,369 (1,591)

2275,002
138

1.549

(4,775)
(138)

(1 ,549)

Acct
301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

330. 1
330.2
331
333
334
335
336
339
340

340.1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs 8. Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

$ 57,237 $ 31.809 $ (25,428)

Line

E Q
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42 Adjustment to plant-in-service $ (25,428)

43
44
45
46
47
48
49
50

REFERENCES
Testimony
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Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Original Cost Rate Base Proforma Adjustments
Adjustment 4

Exhibit
Rejoinder Schedule B-2
Page 6
Witness; Bourassa

Line

N i
1
2
3
4

CIAC and Accumulated Amortization

Computed balance at 3/31/2009

Gross CIAC

$ 20,000

Acc um. Amort.

$ 17

Book balance at 3/31/2009 $ 20,000 $ 15

Increase (decrease) $ $ 1

Adjustment to CIAC

Label

$
4a

$
Cb

(1)

5

6

7

8

9

10

11
12

13
14

15

16

17

18

19

20

21
22

23

24

25

26

27

28

29

30

31
32

33

34

35

36

SUPPORTING SCHEDULES
Rejoinder B-2, page 6.1 to 6.2
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Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009
Computation of Working Capital

Exhibit
Rejoinder Schedule B-5
Page 1
Witness: Bourassa

$ 36,775
1 .348

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Materials and Supplies
Prepaids 5,374

Total Working Capital Allowance $ 43,497

Working Capital Requested $

SUPPORTING SCHEDULES:
Rejoinder C-1

RECAP SCHEDULES:
Rejoinder B-1

Cash Working CaDital Detail

Adjusted
Test Year Results

$ 425,701

10.338
26,323
62,486

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

29
30
31

Total Operating Expense
Less:
Income Tax
Property Tax
Depreciation
Purchased Water
Purchased Power
Allowable Expenses

1/8 of allowable expenses

$

$

32,354
294,200

36,775



III | |

Southern Sunrise Water Company (Stand~Alone)
Test Year Ended March 31, 2009

Income Statement

Exhibit
Rejoinder Schedule C-1
Page 1
Witness: Bourassa

Test Year
Adjusted
Results Adjustment

Rebuttal
Test Year
Adjusted
Results

Proposed
Rate

Increase

Rebuttal
Adjusted
with Rate
Increase

$ 433,457 s $ 433,457 $ 200,038 $ 633,495

$
10,679

444,136 $ $
10,679

444,136 $ 200,038 $
10,679

644,174

$ $ $

32,354 32,354 32,354

(1 ,650)

1 ,265
7,972

91
5,390

179,427
5,592

1,265
7,972

91
5,390

177,778
5,592

(1,197)

1,265
7,972

91
5.390

177.778
5,592

(1 ,197)(1,197)

25,481
10,788

(1,033) 24.448
10,788

24,448
10,788

Salaries and Wages
Purchased Water
Purchased Power
Fuel for Power Production
Chemicals
Materials & Supplies
Outside Services
Outside Senices~ Legal
Outside Services- Other
Water Testing
Equipment Rental
Rents - Building
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Reg. Comm. Exp.
Reg. Comm. Exp. - Rate Case

(773)

1 .024
41,667
14,810
5,346

76,419

1 ,024
41,667
14,037
5.346

62,486

1 ,024
41.667
14,037
5,346

62,486(13,933)

Miscellaneous Expense
Bad Debt Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

Total Operating Expenses
Operating Income
Other Income (Expense)

Interest Income
Other income (loss)
Interest Expense
Other Expense

$
$

26,765
3.703

438,094
6.042

$
s

(442)
6,635

(12,392) $
12,392 $

26,323
10,338

425,701
18,435

$
$

71,874
71,874

128,164
$
$

26,323
82,212

497,575
146,599

s
s

Total Other Income (Expense)
Net Profit (Loss)

$
$ 6.042

$
s 12,392

$
$ 18,435 128,164

$
$ 146,599

Line

MQ
1 Revenues
2 Metered Water Revenues
3 Unmetered Water Revenues
4 Other Water Revenues
5
6 Operating Expenses
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

40
41
42
43

SUPPORTiNG SCHEDULES:
Rejoinder C-1, page 2

RECAP SCHEDULES:
Rejoinder A-1



ll

I.D
o>

_
m
m
(D

l
m q-
t*- r-Q -
o q-
1- 4'

(D

I I
qr
Lf)
HZ")_
(NI
off

O¢or-cncn1~.ouo>
I  nm of:_r--_m_--_ I

co ea
Q of
q- z-
q- o(\| 1-

v f*- r- (O (D
N co (*) -=r m

'  O_ (Q G_ <*)_ 9
1- 1- LT (\I

<r co

Cf) (\I Lf) 4.
(\I W f\- GO

a GO Cal LT 10_
(D (\I r- (O
N of m q-

m
Q)

I t | l I | go)

(D
q-F

328::= 4-* m cu
3 ¢rJ M as

m 8 4-1 o
M  4  §  c-l

ea w 419

U) 1-
LU 0)
_J U)
:J ET
C]

3
co
m

o
CON

of
Vu

o
o
N

ea ea

v -we v
I*- r- co
to_ of_ 1--
1- F ' W
l*- r- (\|1-

en ea

q
(D

1 1-
of
¢\I
T"

._ an up
o  u 1 5

'u o0
8 2 :QQW 8?Qtr o
a _C

43
2
: J

U ( U

m 8.c mO 1.-cm
L. o____9> m

.Q "- ' u. _ c n ¢ n

.c cm
836

m g -3

use)

".*.
g o
m E
'8=;
o°L i m,xx

E 23 'D an
1-.1 as 2  *3 >- m 3(D.D 4-1 3 go

ea ea

o> (D
r- mI Q 1'_
o  Q
r- 9

q

|-LD
m
m
q

I
we
10

I <f>
(\.I
m

LD N D of N I*-
QD l'- 8 0) l*- 05 O)

I  N  m (q I- I-D 1-
1- I'- no 5;-_ LD 1;

1"*

I
m of
q- of
<r_. |-_
v  O(\| 1-

v I*- f* co (D
N (D m v co
G_ (O_ 9_ <")_ Q;
1- 1- LT folW v" CO

(V) Q 1" L()
N m Q (*)

1 (*)_¢")_ I*-_ W_
(0 o 10 to
(4 1- Cal *

ea ea

m
ea

l 1 | I l a W
co
1"

§'§§nc,
ea 9; he 6969 men

p"\
Lf)
m

| co
(D-..¢

an Lm 3
cf: of C*J
<o_ co_ <o_
<o <o <a

l~l 41
§2

w e
up

|
o
1 0

© .

w e

a c :lDLl'.l
<o_<o_
1- v"
¢...f

o
LO

| co.- Sl
Q  8 2

© 1 8 8 8

o0=°
<

. 1

w e n was
v->

»""-.
m
m

com
m m
c:_c:>_

com
a v

a oz:

*-/
mu

EQ 3
Q.an 8
c  xcu
*gnu

he wee
4'-..
|\- |"'-
m 03

I

|*-
o>T'
v' -.-r

ea ea

r-
OF| 1-
1

<1-l
E
VI

31-

._
§GJ

meaet
3
l"--
I*-./

he vo

co <*>|\ |\|\ |\\.
of
r-

l I\-

wee

E 81o,,; Eel._ c 2
<*>\ 8 m n

E 8 E
c o
l_uO"I he

I 8I

#"\
(\I
we
-q-

;-4
N  N
'we -=r
q- we\-v

Nl 'Es
s
l -

(19 6969

i `

.2
<.
§8
48

883
85:9
S8 v
388
v`¢i£
.go
= . . .
"3"9-
E

=3
m

c
.Q4-9
.Q
o
93

l

i*
m
m

("J
1-*,p

on m
of of
6: m_
of (*)
\..-

w e

co
m

I cm
co

av
o men wen

he

| I I I 1 IA
A
A

I*-
I-Duq- |
m
oo
-nr

o> CD
l*- m
co \"'_
o  q -
1'° v

~q»

I
-Cr
LD

s of
N
(*)

(O r- m m
' Q o>_ <")_ Q; \.o_

r~. Lm o> an
1- I*-

w ®
m to

t-_
LT o

1 -

<\|¢O<'*=r1-o_m_m_m_v_
LT of v N
<0 o m v

\r-_ |-_ o_ Q
co (*) m m
N m

~<r

N
we

I  o
(O

w e ; 4n 4n

A
._
so 3 4

A >- 'Jo 3A w
A 13 88as U
.Q \- <
m.J <49 w ca

C
o
o
:J

.__
88

8 36
" 3 0 > J » 8 W
9188 98

8 Q)
10 E If
3 .59 U
c - I  C
m - m
8 9 .c

m 84: c
q )

o
m
c
4:
a
x
IU

,Q
393
§n:3
12138
883W
81:22

2388
3883
8

0
v o
m

8 O v
8 E vs

38 2 3
,a 8 _ 'uSE a s 9u: ; " : a d vb
g F; B. § 0 , W 8 ¢ § x x € 2 8 v l 8 9 9 0 8 8 w

a<=3=»§ ">.E.Ez._ ! 8 ° I € € 8 * = i ' , § > < g ' ° " ' 8 E 8 5
x 8 8 8 4 2 " $ 8 8 § E 3 8 § § E E 2 § § § * £ § § § s 8 8 °
'g ,v»g3»- .§3vvv l -§ .g==88£u 'a €v00l8'1__ __

up o ' o \ . vo. * ~ ! 2 . _ a . w n ' ° 8 a h s E a . : 2 ~vc c .c E v v._..» - - 8 o f . _ c 0 - 4 :=2§2ww39§3"=5§3399»8%§28°§t2-25§88885s8oo33¢ ss¢¢smQ ¢s30356so

xC 's LIJ

w
g-

m
U m
= o\_..|
up£85oo._-n.58+-Qml-z

ch
m_I
D
G
m

O
w
(D N

g av
'u

D..c
D. o
D up
w hf

q) . <3 nc'>vu'J<Dr-nomo n<fu~=rwJcor-ooo>c>1-c4c*>~=rmncol-ooovo--nm3 § l n m ¢ w © ®w m m w w m m m m w m m m m m m m m m m m w v v v



m
I I I

I

of
N
Q
o>

of
N
Q
Q)
1""

I I

of
N
Q
m
1 -

C\I
m

(\l

N
cm

N
<-

Q
N
v-

E
o
.D
:J
U)

1.-
-...r

E

2
.Q
:s
cm

f"--.
Q
LD

o
I O

e t
1 -

Q
LD
:Q
1 -

I |

u 4_1

w
_ 5
m
.*= O

<.D\ Cwe
0 a:

o

n
_1 ~l C°'lE

ml

n_
O
2 m
3 (D

* o m

a> 8
J: 3
U) o
\._ an
'U 2:5

:: 'D 1-" w
8. c  - .x as cu ':
m ac a 3

.c an
o go, c

1"-\
m
m
C J

Vu
w
Q
1-'

(v)
gr)
Q

I I

"-
m...rt a>

o V)
Q . :

mm Q:
c ><cy
\- Lu|-

21 .\_===
ml

»`l\CO r-au1-
\-

1\
OF s l\"

- ...r

"

1

G.)
<rl'<E*'

3 1 -

" c
V)
av

°l
,acC
m

w
GJ

C

D.

9
I*-
r--
* nf

("7| \I \
m
1\
| \

(ll
a>
m
c
GJ
a
x

up

I I

'ac
2
<

o
3 C*i2ml<u

G)
Q.

an vs

Q) 8
x E mu_l c c

as
E c
'°<'>li'3.am c . :
q)3
5>Q)
M
o._-

Lu E
- oupE o

an
E

:s

V)..»
C
a>
E. .w
3
`U
<

N<r
:L

¢\l
v
we 3

'uc
'°o'>l
ma>3C4)>0
m
o. .
m. -cm
E...w3
'u
<

I \

0nlc:.>"§l
98

-
a l

.34
C
cu

m-I

-é m
c cm

g o
9-='"W W E
38"
o m ' $
0 2 5

888
= n r3 Lu

842- 2
575

s 3

wc r -
aa <
o
vo

f""M
(1)
€°')
0 1
m

("`
c-'>

<11
m
1 -

(")
m
GO
m
1*

m
m
'Q
(O

f"-.
LT
m

co- . l

8F)
co

'-..:v
C
°o.>

8v-1.5~v
2a xq,uJ
D

5*1l

as

G.)

E

4/1
w

gU

I

E V)

in
Eoo
E

U!c m
COu.

a>
E
ou
E

m
G)
3
c
a>
>
(D
o f

VS
a>
m
C
GJ
Q.
x
Lu

U;
C GJ

8 o
GJ o
f-1-E
O

w
i n

** C
Q G)

x2 up 5
E O

a  E  o  x

\ a>
G) wE  C

8o
C Lu '63

z

W
q)
3
c
w
>
a>

my

vo
(D
W
C
av
Q
X

LLI

Eoo
9 - EO
q_)

.C .Co o a>C C .c-  -  . .
1- N O

\  an
4: mE  c
oo
E Lu

w
Q .
>< ._-

GJ
z

m . :no. g § | t n m v m w m m ° § n "
_J

n w @ o n n ¢ m © m m o n w mv--1-<\l<\lnnnnnnnn<~'>mm<~'>4~':<*>



Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Rejoinder Schedule C-2
Page 2
Witness: Bourassa

Line
N;

Depreciation Expense
Adjusted

O r i g i n a l
Cost

Proposed
Rates

Depreciation
Expense

71
336,686
326,168 10,861

132,029 4,397

3.256 65

192,066 24,008

261,921 5.815

81,090
70,227
16,708
18,416

1.622
2.339
1 ,392

368

21,516 1.436

270 13

3.379 338

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
6.67%
2.00%
5.00%

12.50%
3.33%
3.33%

20.00%
2.22%
2.22%
5.00%
2.00%
3.33%
8.33%
2.00%
6.67%
6.67%
6.67%

20.00%
20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%
10.00%

Acct.

HSL
301
302
303
304
305
306
307
308
309
310
311
320

320. 1
320.2
330

330. 1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs & Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant 106,394 10,639

TOTALS $ 1,570,196 $ 63,292

Less: Amortization of Contributions $ 20,000 4.0309% $ (806)

Total Depreciation Expense $ 62,486

Adjusted Test Year Depreciation Expense 76,419

1
2
3
4
5
6
7
8
9
10
1 1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50 Increase (decrease) in Depreciation Expense (13,933)

Adjustment to Revenues andlor Expenses $ (13,933)
51
52

53
54
55
56

SUPPORTING SCHEDULE
Rejoinder B-2, page 3
Rejoinder B-2, page 6

Fully Depreciated



Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 2

Exhibit
Rejoinder Schedule C-2
Page 3
V\Itness: Bourassa

Propenv Taxes:

$

$
$

444,136
444,136
644,174
510,816

1,021 ,631

$ 53,180

Adjusted Revenues in year ended 3/31/09
Adjusted Revenues in year ended 3/31/09
Proposed Revenues
Average of three year's of revenue
Average of three year's of revenue, times 2
Add:
Construction Work in Progess at 10%
Deduct:
Book Value of Transportation Equipment

Full Cash Value
Assessment Ratio
Assessed Value
Property Tax Rate

$ 1,074,81 1
21%

225,710
10.7803%

Property Tax
Plus: Tax on Parcels

24,332
1,991

$Total Property Tax at Proposed Rates
Property Taxes recorded during the test year
Change in Property Taxes $

26,323
26,765

(442)

Line

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24
25
26

27
28

Adjustment to Revenues and/or Expenses $ (442)



Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

ADJUSTMENTS To REVENUES AND/OR EXPENSES
Adjustment Number 3

Exhibit
Rejoinder Schedule C-2
Page 4
V\htness: Bourassa

Remove Meals, Entertainment and Contributions

Meals and Entertainment s (773)

Increase(decrease) Miscellaneous $ (773)

Adjustment to Revenue and/or Expense $ (773)

Line

M L
1
2
3
4
5
6
7

8
g

10
11

12
13
14
15
16
17

18
19
20
21
22
23
24

SUPPORTING SCHEDULES
Staff Schedule CSB-16



Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 4

Exhibit
Rejoinder Schedule C-2
Page 5
V\Itness: Bourassa

Water Testing Expense

Proposed Water Testing Expense $ 4,395

Adjusted Test Year Expense 5.592

Increase (decrease) in Water Testing Expense $ (1,197)

Line

1
2
3
4
5
6
7
8

g
10
11

12
13
14
15
16
17

18
19
20

REFERENCE
See testimony



Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Adjustment to Revenues and Expenses
Adjustment Number 5

Exhibit
Rejoinder Schedule C-2
Page 6
VWtness: Bourassa

Transportation Expense (Remove Airline costs)

Date Invoice
9/30/2008 1022
9/30/2008 1039

$
Amount

(823)
(210)

Total $ (1 ,033)

Increase (decrease) in W ater Testing Expense $ (1,033)

Line

I
1
2
3
4
5
6
7
8
9
10

11
12
13
14
15
16
17
18
19
20
21

REFERENCE
See testimony
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Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Adjustment to Revenues and/or Expenses
Adjustment Number 7

Exhibit
Rejoinder Schedule C~2
Page 8
Witness: Bourassa

Income Tax Computation

Test Year
Adjusted
Results

Adjusted
with Rate
Increase

Taxable Income $ 28,773 $ 228.811

Taxable Income $ 28,773 $ 228,811

Arizona Income Before Taxes $ 228,811

$ 15,944Less Arizona Income Tax
Rate .-
Arizona Taxable Income

6.97%
$ 212,867

Arizona Income Taxes $ 15,944

Federal Income Before Taxes $ 228,811

Less Arizona Income Taxes $ 15,944

Federal Taxable Income $ 212,867

1 inch
2 Inch
15% BRACKET
25% BRACKET
34% BRACKET
39% BRACKET
34% BRACKET

$
$
$
$
$

Federal Income Taxes $

7,500
6,250
8,500 Federal

44,018 Effective
- Tax

Rate
66,268 28.96%

Total Income Tax $ 82,212

Overall Tax Rate 35.93%

$ 10,338Income Tax at Proposed Rates Effective Rate

Adjusted Test Year Income Taxes 3.703

Line

NLL
1

2

3

4

5

6

7

8
g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33
34

35

36
37

38

39

40

41

42

43

44

45

46

Adjustment to Income Taxes 6,635



Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Computation of Gross Revenue Conversion Factor

Exhibit
Rejoinder Schedu\e C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
28.96%

State Income Taxes 6.97%

Other Taxes and Expenses 0.00%

Total Tax Percentage 35.93%

Operating Income % = 100% - Tax Percentage 64.07%

Gross Revenue Conversion Factor1
Operating Income °/0 1.5608

Line
No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rejoinder A-1
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Southern Sunrise Water Company (Stand-Alone)
Changes in Representative Rate Schedules

Test Year Ended March 31, 2009

Exhibit
Rejoinder Schedule H-3
Page 3
Witness: Bourassa

Line
No.

Proposed
Rates

$
$

Other Service Charges
Establishment (Regular Hours) per Rule R14-2-403.D
Establishment (After Hours) per Rule R14-2-403.D
Re-Establishment of Service per Rule R14-2-403.D
Reconnection (Delinquent) per Rule R14-2-403.D
Reconnection (After Hours) per Rule R14-2-403.D
Meter Test (if correct) per Rule R14-2~408.F
Meter Reread per Rule R14-2-408.C (if correct)
NSF Check per Rule R14-2-409.F
Deferred Payment, Per Month per Rule R14-2-409.G
Late Charge
Service Calls - Per Hour/After Hours(e)
Deposit Requirements
Moving Meter at Customer Requesdt
Damage to Meter
Meter and Service lines
Main Extension Tariff

Present
Rates

$ 25.00
$ 35.00

la]
35.00 $
NT $
NT $

$ 5.00 $
NT $

1.50% 1.50%
1.50% 1.50%

$ 50.00 $ 50.00
lb] [bl
NT Cost
NT Cost

see H-3, page 4
Cost Cost

$

25.00
35.00
la]
35.00
45.00
30.00
15,00
15.00

[a] Minimum charge times number of full months off the system. per Rule R14-2-403.D.
[b] Per ACC Rules R14-2-403.B Residential - two times the average bill.

Commercial - two and one-half times the average bill.

1
2

3
4

5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

30
31
32
33
34
35

IN ADDITION To THE COLLECTION oF REGULAR RATES, EACH UTILITY MAY COLLECT FROM
ITS CUSTOMERS A PROPORTIONATE SHARE oF ANY PRIVILEGE, SALES OR USE
TAX. PER COMMISSION RULE 14-2-409D(5).
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Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009
Meter and Service Line Charges

Exhibit
Rejoinder Schedule H-3
Page 4
Witness: Bourassa

Line
No,
1
2 Refundable Meter and Service Line Charges
3
4 Present Proposed

Meter5 Present Meter Proposed

6 Service
Line

Install-
ation

Total
Present

Service
Line

Install-
ation

Total

7
8 Charge Charge

4
Charge

410.00 $ $g 59

\=z;=: ¥ ,

$
Charge

105.00
180.00

5/8 x 3/4 Inch
3/4 Inch t * - ? 410.0010

11 1 520.00 240.00

12
13

Inch
1/2 Inch

2 Inch / Turbine
1

. f I
.-,_ we - .
, .=- :. ,,.¢ .  »  .  -
.4-'' 'Ar '  '

,,-8/=

_:'

4\}"49)
S*

Charge
$ 1,765.00

1 ,765.00
1 ,765.00
At Cost
Al Cost

Al Cost
Al Cost

Proposed
Charqe*

1 ,870.00
1 ,945.00
2,005.00

At Cost
Al Cost

4,v
4 At Cost14 A( Cost

At Cost
At Cost
Al Cost15 2

'w,-le,» ~,;_1g

8,
3*
».,»48-,'

»i At Cost
At Cost
At Cost

~.#&
16
17

2 Inch I Compound
3 Inch / Turbine
3 Inch / Compound
4 Inch / Turbine

At Cost
At Cost
At Cost

A( Cost
At Cost18

At Cost
At Cost4 Inch / Compound

6 Inch I Turbine Al Cost At Cost19
20 t 8

8. At Cost Al Cost
» =<=§

.i

At Cost

At Cost
Al Cost
At Cost Al Cost21

22
23

6 Inch / Compound
8 Inch & Larger

~r e if..*W .

¢- m : , f¢'
~. ~x.' .n ,  :4 >-\ xx '- ..-..

' " . <<' Z

'l- ` - 1. *

1 y e %  ,
* .*. e

r ,~l,, "-§» =
' ' ¢4. 4. , r 1 .. ="t %.. 18

m . -,.&= 3 .

' v K 23 . 4*=*~§ .; mf x
4

-f
f

4 , l'=~
`\ -  ~ L

` w  , f

'; FV
l

'T

-T .@.'J.L.
if*

av

1 660.00
1 ,155.00
1,720.00
1 ,625.00
2,260.00
2,500.00
3,200.00
4,500.00
6,300.00
8,200.00

24 * Plus actual road crossing costs.
25
26
27
28
29 N/T = No Tariff
30
31
32
33



Southern Sunrise Water Company (Stand-Alone)
Test Year Ended March 31, 2009

Hook-Up Fees

Exhibit
Rejoinder Schedule H-:3
Page 5
Witness: Bourassa

Off-site Facilities Hook-up Fee

Proposed
Charge

5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch or larger

Present
Charge

NT
NT
NT
NT
NT
NT
NT
NT

$ 1 ,600
2,400
4,000
8,000

12,800
25,600
40,000
80,000

Line

No.

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31
32

33

34

35

36

NT = No Tariff


